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The awards of Associate and Fellow of the 
National Institute of Credit are becoming 
more and more recognized as the professional 


hall-marks of the qualified credit manager. 
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From time to time there have appeared in the press state- 
ments insinuating that American manufacturing exporters 
“ have been refusing to grant normal credit terms to Latin- 

American buyers. It is even more unfortunate that some 
expressions of this type have been known to issue from quasi- 
official sources at Washington. 

American manufacturing exporters are beginning to won- 
der about the motive behind these vaguely-phrased statements. 
There is, in fact, nothing at all vague about the record, which 
reveals that, barring justifiable exceptions, normal credit 
terms to Latin-American countries have been maintained all 
during this period. In certain lines there has had to be some 
change of policy because of special factors that cannot be 
listed in this brief space. 

There is more than one reason why this record of normal 
credit, in the midst of a great world crisis, has prevailed. 

First, the American manufacturing exporter has an acutely 
keen knowledge of world conditions. Well informed, he 
knows the evil consequences a fair-weather trade policy can 
have. Through labor and sacrifice over many years he has 
built up his export trade. He is aware that, once lost, it can- 
not be recaptured overnight. He realizes that, aside from the 
profits on export trade, he can constantly contribute to the 
growth of good will between his country and other nations. 

Second, contrary to the general belief, his credit experience 
has been highly satisfactory in his dealings with Latin-Amer- 
ican countries. His losses have been almost infinitesimal. His 
business relationship has been unusually pleasant. Why, 
therefore, should he—after such a splendid experience—sud- 
denly decided that he cannot do business on normal terms. 

Survey after survey has been made by the Foreign Depart- 
ment of our organization, which represents the leading ex- 
porters. These surveys prove conclusively that ill-advised 
statements about American manufacturing exporters not 
doing business in Latin-America on normal credit terms are 
either the result of an ignorance of facts, of thoughtless ex- 
pression without realization of its consequence, or of a delib- 
erate propaganda attempt of a subversive nature. 

The American manufacturing exporters have a record of 
which they can justly be proud. It is a record they desire to, 
and will, continue despite picayune harassment by people 
who either do not know what they are talking about or are 
deliberately mis-reading the facts with one eye on the head- 
lines they thus hope to garner! 


Henry H. Heimann 
Executive Manager, N.A.C.M. 


Look at the Record / 
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When I first began studying the 

possibilities of installing our pres- 
went Remington Rand Bookless 

Bookkeeping System, I frankly 
was somewhat skeptical as to whether 
or not it would work satisfactorily in 
our line of business. Like many credit 
executives, I always regarded ledger 
sheets as an essential part of our 
credit system and to do away with the 
ledger sheet seemed to me to be some- 
what of a risk. I felt that duplicate 
invoices would become lost or mis- 
placed. However, I began thinking 
back to the time when we changed 
from the old bound ledger bookkeep- 
ing system to the loose leaf ledger 
system. At that time, everybody was 
afraid that ledger sheets would be- 
come lost. As everybody knows that 
did not happen and the sheets did not 
become lost. The same is true in our 
present system. We just do not lose 
documents. Our present system was 
very carefully investigated before we 
finaliy decided to adopt it, and I am 
glad to say that any doubts I had 
about the system not working have 
proved to be unfounded, as our sys- 
tem is working out even more effec- 
tively than I anticipated. 

Our problem involves the speedy 
handling of some 20,000 active ac- 
counts by our Home Office alone, and 
an additional 20,000 or so by our 
branches, each customer handling 
some if not all of our 250 items, in- 
cluding our exclusive specialties, such 
as Unguentine, Pepto Bismol, Amo- 
lin, Swav, ete. 

Even if each account were an A-1 
credit risk and discounted all bills, 
we still would have a large volume of 
detail work. We have the same need 
for alertness, good judgment and col- 
lection follow up as has every other 
credit department. Speed and accur- 
acy are essential and our present sys- 
tem gives us both. 





Credit Card For Each Account 


N our present system, we have 
eliminated the old form of ledger 
posting. Our equipment provides for 
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New System Speeds Up Credit Routine 


ees Reylace Ledger Mhuuds 


by H. A. CUNNINGHAM, 


Credit Manager, Norwich Pharmacal Co., 
Norwich, N. Y. 


panels housing visible pockets, each 
panel holding about 20 pockets. Each 
customer’s account has its own pocket, 
and the name and address of each 


customer is visible. Each pocket con- 
tains a credit card, a sample of which 
appears in this article. This card you 
will note shows the customer’s name, 
address, territory number, area num- 
ber, and special information required 
for customer’s billing requirements, 
shipping instructions, etc. This credit 
card also contains the Dun & Brad- 
street rating, the limit placed on the 
account, the average time customer 
takes to pay bills, whether or not we 
have had any NG check experience, 
the date of last payment, and in fact 
all information needed to enable the 
credit clerk to either pass or hold up 
an order. 

Our system is broken down into 
four units, each unit holding about 
5000 accounts. Four unit clerks oper- 
ate these four units, and each clerk is 
responsible for the handling of the 
accounts in her particular unit. There 
is just one exception and that is. the 
matter of dunning and collection ef- 
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forts. This work is handled by col- 
lection clerks. This means that each 
clerk has to familiarize herself with 
approximately 5000 accounts, rather 
than try to remember details concern- 
ing 20,000 accounts.’ 

Orders are received daily from 
salesmen with salesmen’s reports. 
These reports not only list the orders 
submitted, but also any checks which 
the salesmen might personally pro- 
cure. The daily report also provides 
columns for listing discount and 
transportation allowances. The unit 
clerk checks the order received 
against the customer’s credit card. If 
the order is within the credit limit, 
and there are no arrears, the order is 
okayed for shipment. If there is a 
bill owing and the salesman procures 
a check to cover that bill, and the new 
order does not exceed the credit limit, 
the order is approved for shipment. 
If an account is in arrears, and a new 
order is received, the order is held 
for the attention of the credit man- 
ager or his assistant. 


Signal Shows Oldest Item 


FTER the order is approved for 

shipment, it is billed, (we pre- 
bill before shipment) and a copy of 
the billing is sent to the shipping de- 
partment for shipping. The remain- 
ing copies are held in file until ship- 
ment has been made, and the shipping 
department copy is returned to the 
office. After the shipment has been 
made, and the shipping copy returned 
to the office, the customer’s copy of 
the invoice is mailed, and the ship- 
ping copy which indicates how and 
when the goods were — shipped, 
weights, etc., goes to the unit clerk 
who files it in the customer’s credit 
pocket. At the same time the bill is 
filed a signal at the top of the credit 
card is placed in position to indicate 
the month in which the merchandise 
is shipped. This signal always shows 
the oldest bill owing on the account. 
For instance, if there was a bill in 
the pocket indicating a shipment made 
in December, and a new order was 
shipped in January, when that new 
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Orem Signal on Credit Cards Shows Date of Oldest Bill. Green Signal at Left Indicates Collection Efforts. 


order came through for filing, the 
signal would still remain December, 
and remain December until the De- 
cember bill has been paid, at which 
time the signal is moved up to Janu- 
ary position or to indicate the next 
oldest bill in the pocket. If there is 
no balance open on the account, in 
other words, no bill or credit memo 
in the pocket, the signal appears in 
neutral position. This signal is always 
visible and very readily indicates to 
the unit clerk that that particular ac- 
count is in balance. 


Quick Collection Pick-Up 


OR dunning purposes, for aging 

accounts, for making statements 
and for taking trial balances, all that 
is necessary is for the unit or collec- 
tion clerk to flip through the pockets 
stopping only at those accounts which 
have a signal extended, as all accounts 
with signals in neutral position have 
no bills or credit memos in the pock- 
ets. The collection clerk is guided 
by the signals indicating the month 
in which the goods are shipped. In 
other words, on our regular terms of 
sale, 2% 10 days, 30 days net, an 
October bill would be due in Novem- 
ber and a November bill in Decem- 
ber, etc. Therefore, when the col- 
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lection clerk is dunning in December, 
she doesn’t interest herself with sig- 
nals placed on December, but passes 
these up. She is only interested in 
invoices dating prior to December. 

When an invoice is paid the bill is 
removed from the customer’s pocket 
and placed in a paid file and stamped 
“Paid” with the date. The signal on 
the credit card is moved to the month 
indicating the next oldest bill. If the 
account is paid in full, the signal is 
placed in neutral position. The paid 
bills as they are removed from the 
customer’s pocket are summarized for 
accounting purposes and as stated the 
invoices filed in a paid invoice pocket, 
which is provided for in a drawer, 
which is part of the same fireproof 
unit, housing credit cards. 

Credit memos are indicated by sig- 
nal the same way as invoices. In 
other words, if there is nothing open 
but a credit memo, the signal indi- 
cates the month in which the credit 
was issued. This, of course, is neces- 
sary for trial balance purposes. 

I have been asked by several peo- 
ple, as to whether or not we have any 
errors. We naturally occasionally 
liave an error as everyone else does, 
regardless of the system used, but 
we have fewer errors than we did 


with the old ledger posting system. 
For example, if an invoice is filed in 
the wrong customer’s pocket, it shows 
up immediately when making state- 
ments. In the old ledger system an 
incorrect posting would not show up 
until we received a kick-back from the 
customer, after he received a state- 
ment or collection letter. 


Thorough Collection System 


ITH regard to our dunning sys- 
tem the dunning clerk flips 
through the panels, and stops only at 
those cards which indicate an account 
past 30 days old. The dunning clerk 
goes through the credit cards about 
every 10 days or two weeks. The first 
collection effort is made about ten 
days after the bill is due net. We give 
a ten day grace period to get the check 
in to us. If the check is not received 
within ten days after the bill is due 
net, the first reminder sent to the 
customer is a Colvelope with which 
everyone is familiar. This Colvelope 


consists of a business reply envelope 

and the following multigraphed letter. 
“We would like this note of friend- 
liness to do two things for us. First, 
to thank you for your check which 
we are sure you will be glad to: send 
by the next mail. 
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Compact, Fireproof, Efficient. 


Second, to let you know we are 
appreciative of your interest in 
Norwich label products, and to 
thank you for your continued sup- 
port. 

To insure proper credit, tear off 

and return this slip with your re- 

mittance in the return envelope at- 
tached.” 

In sending out this Colvelope all 
that is necessary is to type the name 
and address of the customer on the 
envelope. No attempt is made to in- 
dicate amounts, and this makes it 
possible to mail the Colvelope at re- 
duced postage. This gentle reminder 
has proved to be very successful with 
us. Approximately ten days after the 
Colvelope is mailed, and in which 
time the dunning clerk again gets 
back to that particular account, the 
first of a series of five form letters is 
sent in the event that a check has not 
been received in the meantime. These 
five letters are scheduled two weeks 
apart. They are multigraphed, and 
carefully filled in with the customers 
name and address, and amount of the 
past due account. It is of extreme 
importance that the dunning clerk 
matches the type of the letter with 
the ribbon on the typewriter, so that 
the letter will be as near to a person- 
ally typed letter as we can get. 


Collection Record on Invoice 


N the sample of our invoice, which 

appears in this article, you will 
notice five numbered blocks at the top 
of the invoice. These correspond with 
the number of the collection letters 
which are sent. In other words, as a 
collection letter is mailed, the date of 
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the letter is entered in the correspond- 
ing block indicating the number of the 
form letter used. That indicates the 
date and what form was sent to the 
customer. No copies are made of 
form letters as they are not necessary 
inasmuch as the block at the top of 
the invoice indicates the letter which 
was sent. In the regular follow up 
of the account five letters are mailed 
if the account is not paid in the mean- 
time, and if these five letters do not 
produce results, the dunning clerk re- 
fers the account to the collection clerk 
for special correspondence. When 
this occurs a green signal is placed at 
the top of the credit card indicating 
that the account is on special collec- 
tion correspondence so the dunning 
clerk passes up this account when she 
gets around to it again. This account 
remains on special correspondence 
until it is paid and this special corre- 
spondence is handled in the regular 
follow up tickler file, the credit card 
being marked with the date the ac- 
count again comes up for follow up. 
When the account is paid, the follow 
up is erased from the credit card, the 
correspondence destroyed, the green 
signal placed back in neutral position, 
and in the event a new order is ship- 
ped, the regular procedure starts over 
again, and the dunning clerk auto- 
matically picks up the bill when it 
becomes due. We, of course, do not 
keep in file all collection correspond- 
ence after bills are paid. I cannot see 
that such letters have any value to 
anyone. When we start a collection 


file, we have one purpose in mind, 
and that is to collect an account, and 
that being accomplished, the corre- 


spondence has no further use and our 
interest in that particular transaction 
is ended. 


Friendly Form Letters 


E use unusual care in selecting 
form letters. They are care- 
fully planned and constructed to suit 
our own business. Each letter con- 
tains some reference to our products. 
Very rarely do we reorder a form 
letter. When a supply of the multi- 
graphed form is exhausted, a new 
form letter is constructed so there 
will not be any chance of a customer 
receiving the same letter on two dif- 
ferent occasions. Occasionally if we 
find that a certain letter has proved 
unusually successful, we may keep it 
in our collection of forms. Ordinar- 
ily, however, a new personally dic- 
tated form letter is set up when a 
supply of one form becomes exhaust- 
ed. In this way we try to give our 
letters an informality and_ friendli- 
ness which have proved effective for 
us. Number two in our series of 
form letters which we are using at 
the present time follows and this let- 
ter is more or less typical of the type 
of letter used. 
“No doubt it was your intention to 
send your check for your past due 
account when you received our last 
letter requesting payment. 
As your check has not been re- 
ceived up to this writing we as- 
sume that for some reason you 
were delayed in sending it. 
This past due balance is again 
brought to your attention with the 
thought that you will take care of 
this matter now. 
And by the way, how is your stock 
of Pepto-Bismol, Amolin, Unguen- 
tine, and Swav? You no doubt 
are in need of some Norwich items 
now, so when sending your check 
send along your order at the same 
time, and we will do the necessary. 
We are depending on hearing from 
you within the next ten days. 
Thank you.” 


Unit Clerks Responsible 


O get back to our Accounts Re- 

ceivable Bookless Bookkeeping 
system, as I have mentioned before, 
the unit clerks have full responsibility 
for the accounts which are in her 
unit. Credit limits are established 
and the unit clerk is given reasonable 
leeway. In other words, the unit 
clerk can pass an order amounting to 
10% above the credit limit arranged 
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for the customer. Any unsatisfactory 
information we have concerning a 
customer such as NG checks, suits, 
judgments, etc., are placed in the re- 
marks column on the credit card and 
any order received from customers 
whose record indicates such experi- 
ence is referred to the Credit Man- 
ager. You, of course can readily ap- 
preciate how much needless detail 
work this system does away with, 
and it does away with needless ques- 
tion asking. 

Orders received exceeding the limit 
placed on the account are subjected 
to investigation in the usual way, and 
it is determined by the Credit Man- 
ager whether or not the credit limit 
on the account will be increased, and 
where it is increased, the credit card 
is marked accordingly. 


Frozen At 90 Days 


LTHOUGH our terms are 2% 

10 days 30 days net, it is our 
policy to ship a customer up to the 
credit limit within the 90 day period. 
In other words, an account with $100 
limit could be shipped $40 in October, 
$40 in November and $20 more say 
in December, but once the oldest bill 
is 90 days old the account becomes 
frozen. Regardless of how good the 
‘customer’s credit rating, a payment 
for at least the amount of the new 
order must be received before the 
new order is shipped. Checks re- 
‘ceived by mail are delivered to the 
unit clerk handling the particular ac- 
‘count. Discounts which are in order 
and transportation which is in order 
are allowed at the same time the unit 
‘clerk checks the payment. The pay- 
ment is recorded on a remittance slip 
for accounting purposes and a copy 
‘of the remittance slip sent direct to 
the salesman so that he is aware at 
all times of payments received from 
his customers. Any unearned dis- 
‘count deducted is immediately refer- 
red to the collection department, and 
in most cases the check is returned 
to the customer. If the amount in- 
volved is small we sometimes accept 
the check calling the customer’s at- 
tention to the cash discount deducted. 
You will note on the sample credit 
card that a space is provided to note 
‘orders holding. When an order is 
received which cannot be shipped im- 
mediately, the date and amount of the 
‘order is placed on the credit card and 
a suitable letter written to the custo- 
mer. The order is placed for about 
‘one week follow up, the following up 


Credit and Financial Management 





date being indicated on the credit 
card. When payment is received or 
when the order can be released it is 
marked OK on the credit card and 
the follow up discontinued. 

At the upper right hand corner of 
our invoice you will notice the word 
“Payments” written vertically. In 
this space the unit clerk lists the dates 
and amounts of the payments received 
on account, and which do not pay the 
bill in full. These payments are de- 
ducted from the previous balance 
shown on the bill and the new bal- 
ance is filled in-in pencil. There is 
room for five payments which we feel 
is sufficient to take care of the on 
account payer, 


Statements Every Day 


N sending statements, we use the 

stagger system. In other words, 
we do not send out statements to 
every customer on the first of each 
month. We have a clerk making out 
statements every day, and each cus- 
tomer at some time during the month 
receives a statement. Our statements 
do not carry balances forward but 
show individual items. Statements 
are mailed to a customer until the 
account is 90 days old. One copy is 
mailed to the customer and one to 
the salesman covering the account. 
However, after the account is 90 days 
old and the customer has already re- 
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ceived two or three statements, pro- 
viding there are no changes on the 
account, in other words, no payments 
have been made, no additional in- 
voices have been put through and no 
credits have been issued, we discon- 
tinue mailing a copy of the statement 
to the customer, although the sales- 
man still continues to get his copy. 

The reason for this is that by this 
time, the account is already on col- 
lection follow-up and a_ statement 
would be more or less a duplication. 
This, of course, results in a saving 
of considerable postage. 

Our method of operation provides 
that the salesman contact every re- 
tail drug store in the country regard- 
less of the size of the store or the 
size of the town. Our merchandise 
is sold direct to the retailer. We, of 
course, have wholesale accounts but 
we do not depend on those for our 
distribution. We do not limit our- 
selves to gilt edge accounts, as the 
slow but sure payer very often is a 
good profitable account. However, 
by the same token, we do not sell 
every Tom, Dick and Harry. Every 
retail drug store is a potential cus- 
tomer unless the credit of the store 
is unsatisfactory. 

Our credit policy does not permit 
shipment of orders on the strength 
of post-dated checks. In other words, 

(Continued on page 39) 
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' Collection Letters and Payments on Account Are 
Noted On This Shipping Order. 
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Ratios— What They Tell Us 


Dhey ive Definite Warnings De hen to Beware 


Problems of the credit executive 

have multiplied greatly during 
M the past twelve to eighteen 

months, due principally to the 
enormous volume of business result- 
ing from the Defense Program. This 
condition has caused some to feel that 
all methods of measuring capital and 
capacity, on which we have leaned 
heavily in the past, are now worth- 
less. 

It is true that after analyzing a 
statement, we have to look behind the 
figures and make more generous al- 
lowances than heretofore. But, gen- 
erally speaking, credit men continue 
to feel that one of the most important 
sources of information is the balance 
sheet and operating statement of the 
credit seeker. To silhouette the rela- 
tion of the component parts of the 
statement to each other, it has become 
rather general practice to show this 
relationship by means of percentages 
or ratios, and it is the purpose of this 
article to discuss these ratios. 

Many ratios can be developed 
which give no tangible assistance. It 
therefore seems logical to determine 
the fewest ratios necessary to bring 
out the weaknesses of the statement 
so that they are readily discernible. 
In order to be specific, this article is 
centered around the type of analysis 
used by the Westinghouse Electric & 
Manufacturing Company. 





Dealers, Jobbers and 
Manufacturers 


OT all types of business can be 
subjected to the same type of 
analysis. The analysis discussed 
herein is not applicable to public 
utilities or railroads, nor is it alto- 
gether satisfactory in the case of con- 
tractors. It is, however, useful in 
connection with dealers, jobbers, and 
manufacturers. 
Balance Sheets are set up in many 
different ways, but practically all 
items included in any balance sheet 
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may be properly classified under one 
of the following captions: 


Assets 


Cash & Marketable Securities 
Notes and Accounts Receivable 
Inventories 

Physical Fixed Assets 

Other Tangible Assets 
Intangible Assets 


Liabilities 
* Current Liabilities 
Long Term Debt 
Intangible Liabilities 
Preferred Stock 
Common Stock 
Surplus 


It will be found advisable to pre- 
pare a list of items occurring in bal- 
ance sheets and indicate which of the 
above captions is applicable, in the 
interest of uniformity and to permit 
of accurate comparison; otherwise, 
such items as “Cash Surrender Value 
of Life Insurance,” “Work in Proc- 
ess,” “Advances Against Contracts,” 
“Sinking Fund,” etc., may be classi- 
fied one way in analyzing one state- 
ment and differently in another. 

Let us take a simple statement in 
the form published, mark the various 
items by number to identify them as 
to classification, and note the im- 
provement for analysis purposes, as 
shown in Exhibit “A.” 


Consideration of Ratios 


HE statement rearranged in this 
manner throws into relief the 
liquid assets, current assets, working 
capital, fixed position, and tangible 
net worth. However, an appraisal of 


a statement does not lie in the size 
of the figures, but rather in the rela- 
tionship of certain items to others in 
the statement. 


This relationship is 





e «es 


best shown by means of ratios. Tak- 
ing the above rearranged statement, 
let us consider the ratios that seem 
of prime importance : 


1934 
Ratio 12-31 
CURRENT RATIOS ee 
Liquid Assets to Current Lia- 
bilities ... na tie Geet .. Qo 296 
Current Assets to Current 
iid was tty dbs % 687 
Average Age Receivables.... Days 47 
Average Age Inventories.... Days a2 
Average Age Conversion..... Days 119 
Average Age Current Liabili- 
ties oration ONS 18 
Average Age Working Capital 
in Use Days 101 


Inventory to Working Capital 
(75%) % 67 

Current Liabilities to Tangible 

Net Worth (75%) 9% 12 
CAPITAL RATIOS 
Total Debt to Tangible Net 

WOR 2... choc... (95%) &% 26 
Total Fixed Assets to Tang- 

ible Net Worth (75%) 9% 42 
Long-term Debt to Working 

Capital (100%) % 19 
OPERATING RATIOS 


Sales Volume—Actual 


(000 Omitted) $ 1,048 
Sales Volume—Actual Safety 
Maximum ...(000 Omitted)  $ 1,004 
Net Income to Tangible Net 
WViGIE . 34 dixoe. os % 42 
Net Income to Working Capi- 
ais 5 ae 8 
Net Income to Sales Billed... % 17 


Of the current ratios, four are in- 
dicated by “percentages,” but five 
are shown in “days” to indicate the 
turnover period of the different 
items. Of the operating ratios, the 
first three are in thousands of dollars, 
whereas, percentages are used to re- 
flect net income. 

The liquid ratio needs no explana- 
tion here. A ratio of 100% (one 
dollar of liquid assets for each dollar 
of current liabilities) is generally 
considered the minimum of safety. 
Likewise, the ratio of current assets 
to current liabilities is familar; a 
ratio of 200% is usually the accepted 
minimum of safety. However, in 
connection with the liquid ratio, re- 
member that today cash and rapidly 
maturing receivables are of more 
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than usual impor- 
tance, in view of the 
heavy income taxes to 


EXHIBIT ‘A’ 
Statement Submitted as of 12/31-34 





be met. Poor liquid aid \SSETS $21,00032 ON . ree 

¢ ys : _ fash ith eice Suckhi anne ware ee tee a 21,020.52 Notes Payable ere . = ; 

) condition will unques 2 Notes Receivable | 46,227.27 Accounts Payable 17,488.46 

: tionably be the cause 2 Accounts Receivable (Less Reserve) Sewers §6«6CTU Ct. ks wees 3,924.58 

: ot manv complica- 4 Merchandise ........ haere Sane We Bree bie 205,703.84 Reserve for Taxes 31,253.61 

: tions, with resultant Total Current Assets 361,616.35 

F losses over the next 8 Fixed Assets (Less Depreciation) 178,382.36 6 Total Current Liabilities 52,666.65 

bi few vears 9 Cash Value Life Insurance 1,910.70 " 

BS ait q ‘ 14 Prepaid and Deferred 51,601.91 11 Mortgage ........ 59,515.04 

The next five ratios 14 Intangibles 19,590.00 16 Common Stock 258,000.00 
are designed to show 14 Other Assets eo a err errr 250,717.41 
how efficiently the ToraL Assets : $620,899.10 TotraL LIABILITIES $620,899.10 
company uses the ee Se 
; funds available. To © 


obtain the average age 
of receivables, divide 


Statement Rearranged and Classified 

















number of days from 
the average age of 
conversion, the average age of work- 
ing capital in use is obtained. 
Having worked out the average 
age ratios, it is observed that as of 
December 31, 1934, the age of the 
receivables was 47 days; terms of 
sale and collection efficiency are re- 
flected in this figure. The average 
age of inventory is shown to be 72 
days; this result is the number of 
days required to turn its inventory. 
The average age of current liabili- 
ties shows the company requires 18 
days to meet its current obligations. 
The average age of working capital 
of 101 days is useful in determining 
the efficiency of the use of working 
capital. This is a particularly impor- 
tant ratio; too slow a turnover is in- 
dicative of inefficiency in operations. 
Too rapid a turnover is frequently 
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more dangerous, in that it usually 
occurs as a result of attempting to 
handle too great a sales volume with 
the working capital available. 


Inventory to Working Capital 


HE ratio of inventory to work- 
ing capital is another important 
ratio. Roy A. Foulke, in his “Be- 
hind the Scenes of Business,” has 
stated that a company having a net 
worth of less than $250,000 cannot 
safely invest more than 67% of its 
working capital in inventory, while 
a firm having a net worth of $250,- 
000 or more can safely invest 75% 
of its working capital in inventory. 
Considering business as a whole, our 
experience has tended to verify this 
statement. 
In connection with the next ratio, 





; 12-31-34 
receivables by sales bie sian a $21,021 
boot - ash and Marketable Securities ....... iA PO a ts Si Nl as Peas tare § 21,02 
and ‘multiply by 365. 2 Notes and Accounts Receivable (Less Reserve)... ...........-:ccccceeneneneescecees 134,892 
In similar manner, to —— 
obtain the average 3 MAM UNE: ee ee a ett A GM ad eG pele rt eA Lea ed eS 155,913 
age of inventory, di- A ec os che 5k aS nia SANE a ae oe habs baw ee ad OE ees 205,704 4 
vide inventory by sales . C ne 361 617 
and multiply by 365. 9 CS ete ae ee ee ee ee ere ere ee eee ee Lee ee 01,017 
The sum of the aver- III, 69-2.) i eno Say aeaan hGha dake pee MANU ENN Saw eeens 52,667 
age age of receivables 7 Rt oes Aes nace teats dua bevdeudwabentee’ 308,950 
and inventory repre- 6 Waiiead Mean 178.381 
ies ‘ 7 SSC OEE OCTET PEE TTI TTT EE TE PLETE TTT er rT ee Te , 
sents the “" crage “gc > Dene ene Gee Teme Pee FAGRUON 5 ocak icc vcccc ccveeweswawsacessader cas 1,911 
of conversion ; that is. Nn 
the time necessary to 10 Total Fixed PUI nt a PAS 6 SiR IN Ca es UO AR aaa cress Se eau natn eag 180,292 
complete the cycle of en is ys ian edhe EAS AIRMAN aes aaaNae ae 59,515 
turning cash into in- cs a 
i 8 : 12 ee 120,777 
ventory, to receiv- " 
ables, and back intc 13 Tangible Net Worth Ck ater arer ks Ween oh taste Pe 429,7 27 
cuit : LLRs PSG I 665i sora. 3y 05:5. o-araternrdln 2 BEa Mele Sew AE e eens es 78,990 
Average age of cur- 15 Oe WH UNe SUE UN NO Fn S  Sid inc. We weeasewnes cas en taeeet eile dueeways 508.717 
5 nt eteas : Represented by— 
ret ” 5 : 
me liabilities 7 ob 16 le ne pie ee ah ae eed alia ahwies 258.000 
tained by dividing the 17 shea Soe nau cavasewanndencxeiions senile. eee 
current liability figure 18 PEIN rey ct NE AGEL SE La Db the Or ian d utitila Rew ora 250,717 
by sales and multiply- (To round out our study, we show Total Debt, Sales and Net Income) 
ing by 365. By sub- ig here! dai on ena he a eee nee oalede davn 2 4 Ai ok we 112,182 
tractin the resultin Sales Billed Se ne eh he a fer een ob dri lil ah ne ae Ne ei eats inal e wnaliits 1,048,300 
8 8 Ba aa Bh at AA ceca a Dials at 180,799 


that of current liabilities to tangible 
net worth, the authority mentioned 
above has likewise set a safety max- 
imum of 67% and 75%, depending 
on the size of the company. In the 
statement under consideration, the 
ratio of 12% is decidedly favorable 
in that a comparatively small part 
of the company’s net worth is re- 
quired to clear the current indebted- 
ness. This is the last of the ratios 
having relation to the current opera- 
tions. 

The next three ratios outline pri- 
marily the position of the company 
with regard to fixed assets and funded 
debt. The first ratio listed in this 
group, total debt to tangible net 
worth, is of prime importance. Ob- 
viously, the ratio must be less than 
100% ; how much less is a matter of 
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opinion. We might arbitrarily set 
95% as the maximum percentage 
permissible without the firm being on 
the brink of disaster. The ratio of 
26% in the statement under consid- 
eration reveals no stress in this im- 
portant phase. 


Fixed Assets to Net Worth 


‘I. HE ratio of total fixed assets (the 

sum of absolute fixed assets and 
investments and other fixed assets) 
to tangible net worth of 42% is favor- 
able. On the same basis mentioned 
heretofore, experience in analyzing 
business as a whole indicates that not 
more than 75% of the tangible net 
worth should be invested in fixed 
assets. 

The 19% ratio of long-term debt 
to working capital is favorable, since 
the limit of this ratio has been placed 
at 100%. This limit is based on the 
reasoning that when this position is 
exceeded, the business must be cur- 
rently operated on borrowed capital, 
and definite interest and amortiza- 
tion charges resulting therefrom must 
be paid out of expected profits. Fluc- 
tuating sales and margins of profit 
made such method of operation de- 
cidedly precarious. 

Next in our analysis is the group 
of operating ratios, designed to at- 
tempt to determine the largest vol- 
ume of sales that can safely be han- 
dled with the existing financial posi- 
tion, One thing should be kept in 
mind in considering this phase of the 
analysis,—in placing a ceiling on the 
volume of business that can be done 
on the working capital available, it 
is not claimed that it is not possible 
to do a greater volume than that 
shown in the “Actual Safety Max- 
imum.’ Not only can a firm exceed 
this safety maximum, but it is done 
frequently. However, it is not sound 
business practice, and under anything 
like normal business conditions, the 
firm whose statements show this con- 
dition frequently is vulnerable, should 
its expectations as to conditions, vol- 
ume, profit, etc., not be realized, 


Working Capital Formula 


‘JT. HE maximum safety volume of 

sales, or ceiling, is based on the 
lower of two calculations; one based 
on working capital and the other on 
inventory. The formula for the work- 
ing capital basis is as follows: 365 ~ 
Average Age of Working Capital x 
90% of Working Capital. Actually 
applying this formula to the state- 
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ment under consideration ; the figures 
are 365 ~ 101 (3.61 turnovers per 
year) X $278,055 = $1,003,778 
which we shall consider $1,004 by 
leaving off the last three figures. The 
question that may arise in consider- 
ing this formula is, “Why 90% of 
the working capital?” <A firm, of 
course, cannot invest all its working 
capital in inventory and receivables 
without retaining any cash on hand, 
and it is considered that 10% of the 
working capital should at all times be 
in the form of cash. 

As stated above, we also take into 
account the maximum sales volume 
possible, based on inventory. The 
formula for this computation is 365 
+ Average Age of Inventories 
75% of Working Capital. Using the 
foregoing 1934 analysis as an ex- 
ample, the computation would be 
365 = 72 (5 turnovers per year) X 
$231,713 = $1,158,565 which we 
consider as $1,159. We use 75% of 
the working capital for the reason 
outlined in considering the ratio of 
inventory to working capital; that is, 
a company having a net worth of 
$250,000 or more can safely invest 
up to 75% of its working capital in 
inventory. 


When Turnover Is Too Fast 


E now have two figures for the 
maximum volume of - sales, 
$1,004,000 and $1,159,000. We use 
the smaller amount, because if the 
working capital volume permitting 
the higher sales figure is used, the 
turnover could be so rapid that more 
than 75% of the working capital could 
be invested in inventories and still 
permit the company to meet current 
obligations as heretofore. This is an 
unsound practice. On the other hand, 
should the inventory volume permit- 
ting the higher sales figure be used, 
the working capital turnover would 
be so sluggish that the total working 
capital, excepting the 10% retained 
in cash, would be absorbed in opera- 
tions before the 75% inventory in- 
vestment was reached. We, there- 
fore, use the figure of $1,004,000 as 
the ceiling of sales. Comparing this 
ceiling with the actual sales, we find 
that in 1934, this company was doing 
about as large a volume of business 
as its working capital could stand. 
Reviewing the analysis of the 1934 
statement, we find the liquid and cur- 
rent ratios adequate; the turnover of 
receivables, inventories, and current 
liabilities satisfactory; and the ratios 


of inventory to working capital and 
current liabilities to tangible net 
worth within proper proportions. The 
capital ratios are well within the 
safety factors, the sales volume with- 
in the ceiling established, and the net 
income percentages more than satis- 
factory. Thus, during 1935, we 
might feel quite safe in accepting 
reasonably substantial credit exten- 
sions. 

However, lest we be lulled into a 
false sense of security, we should not 
be satisfied with an analysis of one 
year’s operations. Let us study the 
company over a five year period and 
see what trend is indicated. (See 
Exhibit “B.”) 

Looking at the 5 Year Record 

E observe that in 1935, the in- 

ventory represents 76% of the 
working capital and sales are slightly 
in excess of the safety maximum. 
In 1936, the liquid and current posi- 
tions, while still satisfactory, are not 
much above the usually accepted 
ratios of 100% and 200%, respec- 
tively ; the working capital in use has 
a greatly increased tempo (being 
turned over more than twice as fast 
as in the two previous years), nearly 
all the working capital is represented 
by inventory, and the sales volume is 
about 20% in excess of the safety 
maximum, 

At this point, the trend is such that 
the wise credit man is watching his 
account carefully. Apparently the 
company is doing more business than 
the working capital justifies, and it is 
evident that to keep the company 
properly balanced, increased work- 
ing capital or reduced sales figure is 
required. The capital ratios all show 
an unfavorable increase, which should 
not be overlooked. The long-term 
debt has increased $90,000; the 
physical fixed assets show an increase 
of $212,000. (The current figures 
account for the difference between the 
increase in fixed assets and long-term 
debt.) The trend to this point is not 
favorable, but has not yet become 
alarming. 

The 1937 statement shows that the 
trend indicated previously was not 
checked, with the result that the firm 
no longer belongs to those who owned 
it in 1934, but the greatest equity is 
in the hands of the creditors. 


Danger Signals Appear 
IOQUID and current ratios are 


much too low, payables are on 
an 85-day basis, working capital 1s 
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being turned over 
at a feverish pace, 


EXHIBIT ‘B’ 























he Sa 12-31-34 12-31-35 12-31-36 12-31-37 12-31-38 
ane -we find "Cash and Marketable Securities .............0..000. 21,021 15,846 94,790 9,591 1,938 
ae 1S “ ore Notes and Accts. Rec. (Less Res.) ............00005 134,892 133,529 151,749 253,977 136,680 
than two and one- ciieaaiaaiias, wibodainiah: «dma Senemlaiean 
half times the Ee OE a a eo oe 155,913 149,375 246,539 263,568 138,618 
working capital! Inventories— (Less Reserves) .............c0eeeeees 205,704 286,411 353,785 524,740 392,248 
The total debt to StGHE A SESER fiers ona. d os oli Wiss DOSER aw cui ~ 361,617 435,786 ~ 600,324 788,308 530,866 
tangible net worth a 
ratio shows that the ee CE EI io oes is Ss cs eS ecnvesemeseas 52,667 az 57,906 235,575 586,047 434,889 
creditors’ interest I oon hiss es is 308,950 377,880 364,749 202,261 ~=—-95,977 
ee ini MN MR a cece sea esos 178,381 213,838 425,728 712,915 648,268 
7% greater than Invest. and Other Tang. Fixed Assets .............. 1911 43,171 38,139 = 242,699 374,588 
that of the stock- — —_ —_—_— 
batiine: “Tha “he pg ge a en ee 180,292 257,009 463,867 955,614 1,022,856 
nificance of this TESS) FGM COM TRCNE ks oscars ain catbase gengeuava'ss 59,515 49,844 137,278 313,500 408,150 
nigga oe Net Equity in Fixed Assets ................00.. 120,777. 207,165 += 326,589 642,114 614,706 
to all credit men. , 

C c £ tt I I Ns cis rds Cin Fade Cdwawiae deen 429,727 585,045 691,338 844375 710,683 
ae a t o Intangible Assets—Net ...............ccseeceee eens 78,990 127,720 129,072 8,394 9,203 
ratio ot tota xe ncipipeecmeae a caisiniceacaciambicen, aaah amazin 
assets to tangible Wet Worth per Balance Sheet.................. 508,717 712,765 820,410 852,769 719,886 
Se Represented by— 
net worth for 1937 emis NE coc cccevedcccccsanseses 258,000 258,000 258,000 258,000 258,000 
against the same EE RHEROREE ERM S04) elodntatdarticcireewucs. Ualaeneeeyell) tue ol siuinerne. Sea cae ceeta |G en one 
eatio for 1036 NG ate habia whSnnee-Cick eb eed eae seeaeee 250,717 454,765 562,410 594,769 461,886 
shows that fixed UR. ee eer eee ere ree eee rere 112,182 107,750 372,853 899,547 843,039 
assets have been Peer ENED 20S ere Gala: iar Seu oa tats UL MAYO OTR WRT ANG 1,048,300 1,330,968 2,293,005 2,507,461 1,060,855 
sc a BP Net Income ooo eee 180.799 156,775 344,802 178848 *129,658 
greatly increased, namensiasiaieese 
partially by an in- * Red Figure. 
crease in long-term 
debt and partially RATIOS 1934 1935 1936 1937 1938 
at the expense of . CURRENT RATIOS Ratio 12-31 12-31 1231 1231 12-31 
workings capi 1. Liquid Assets to Current Liabilities ................. % 296 258 104 [45] [32] 
TI 8. en . Current Assets to Current Liabilities ............... % 687 755 257 [134] [122] 
1€ ratio ot long- Average Age Receivables ..................0000005. Days 47 37 24 37 47 
term debt to work- Average Age Inventories ....... 6. cc ccc cec cee cnees Days 42 79 56 76 [135] 
; : : Average Age COmversiga) .. so. cic ici icc cccsevesses Days 119 116 80 113 [182] 
mig capital t6, Of james Age Current Libis... Days 18 16 37 [85] [150] 
course, beyond the Average Age Working Capital in Use .............. Days 101 100 43 28 32 
bounds of reason. Inventory to Working Capital ............... (75%) 9% 67 76 [97] [260] [410] 
Now let us look at Current Liab. to Tangible Net Worth ....... (75%) 9% 12 10 35 70 61 
the operating ra- CAPITAL RATIOS 
tios: gradually Total Debt to Tangible Net Worth .......... (95%) % 26 18 54 [107] [120] 

§ 7? Total Fixed Assets to Tangible Net Worth ...(75%) % 42 44 67 [113] [144] 
over the first three Long-Term Debt to Working Capital ....... (100%) % 19 13 38 —« [155] [425] 
years analyzed, the QpERATING RATIOS 
variance between Sales Volume—Actual Si eeoas (000 Omitted) $ i ey eae [2,507] ne 
the actual sales an Sales Volume—Actual Safety Maximum (000 Omitted) $ 1,009 1,241 r K 
t] f we Net Income to Tangible Net Worth ................ % 42 27 50 21 [18]* 

le satety maxi- Net Income to Working Capital ................... % 58 42 95 87 —-«[135]* 
mu m_ increased, 17 12 15 7 [12]* 


and in 1937, the 
actual sales were 
more than three 
times the safety maximum. 

In 1938, an unfavorable year in 
business generally, the trend con- 
tinued downward. Observe that sup- 
pliers are now paid on a five months 
basis at best, that creditors now own 
a still greater portion of the company 
and further note actual sales com- 
pared to the sales safety maximum. 

The ratios for the five years graph- 
ically tell a story that is well known 
to credit men, but seemingly is so 
little recognized by the management 
of too many companies. Here we 
have pictured an actual case of an ex- 
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ee ee err % 


panding business that came to a dis- 
astrous point because the manage- 
ment’s conception of expansion 
stopped at additional plant facilities 
for production of greater volume. As 
plainly indicated by the Sales Volume 
ratios, that greater volume could not 
safely be produced on the existing 
working capital, and the expansion 
program should have included the 
furnishing of additional capital. Not 
only was such additional financing 
neglected, but to make a bad matter 
worse, part of the existing working 
capital was used to increase the fixed 
assets ! 





Note: Ratios indicating weakness or vulnerability are bracketed to focus attention. 


Seeking Industry Ratios 


H4Y ING considered the analysis 

on a trend basis, there is another 
study that should be made, a study 
of the industry. Comparison of in- 
dustry ratios with a specific risk is 
enlightening. An industry study, of 
course, consists of working out a 
number of statements of concerns 
which are in the same business, de- 
riving therefrom figures that may 
fairly represent “ideal” ratios for that 
particular industry. Many theories 
might be advanced in connection with 
industry studies. In the interest of 


keeping this article (Cont’d on P. 28) 


February, 1942 









Commercial Credit Analysis— Part X 
The gp tcttbes Analysis of sil iia Sis 


To reflect on the state of balance 

that exists in the finished goods 
wv inventories of all types of busi- 

ness enterprise, it is significant 
to compute a turnover of merchan- 
dise by departments. 

The cost of goods sold in each de- 
partment for the year as disclosed 
by a departmental breakdown of the 
profit and loss statement should be 
divided by the average month-end 
inventories ‘in each’ department to 
determine an annual departmental 
rate of turnover. The ratio of the 
goods on hand in each department 
at the close of the year, as disclosed 
by a departmental breakdown of in- 
ventories, to the cost of goods sold 
in the department for the year in 
terms of days indicates the extent to 
which that particular class of goods 
will supply its normal sales require- 
ments during the succeeding period. 

Manifestly, this permits a closer 
analysis to be made of the balance 
and condition of total inventories and 
enables the analyst to spot unsound 
accumulations of merchandise types 
which might well go unnoticed in a 
consideration of aggregate turnover 
alone. For this reason, departmental 
breakdowns of inventories as well as 
of operating details should always be 
insisted upon wherever they are 
practicable. 





Miscellaneous Considerations 


N rare instances it may be feasible 

to obtain a breakdown of year-end 
inventories by products and an ana- 
lysis of sales and cost of sales by 
products either in dollars or quanti- 
ties or both. It is then possible to 
consider the relative heaviness of 
each product in the inventory total 
by relating it to the cost of the prod- 
uct or the quantity of the product 
sold during the course of the year. 
Of course, to obtain a dependable es- 
timate of product turnover, month- 
end inventories must be available to 
compute an annual average for each 
product. 
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by EDWARD F. GEE 


Assistant Cashier, State-Planters Bank and 
Trust Co., Richmond, Va. 


There are a number of miscellan- 
eous points with respect to the con- 
sideration of inventories in the bal- 
ance sheet with which we shall treat 
briefly and without regard for order 
or relative importance. 

If dealers, manufacturers, or pro- 
ducers are concerned with commodi- 
ties which are dealt in on organized 
commodity exchanges, it is possible 
for them, through the hedging facili- 
ties of the exchange, to take out a 
form of insurance against the risk of 
unfavorable fluctuations in commod- 
ity prices. Hedging is effected by off- 
setting a transaction in the spot or 
actual market by a corresponding 
transaction of the opposite kind on 
an exchange. It is a conservative 
business practice which enables the 
business employing its use to elimi- 
nate the possibility of speculative 
gains or losses from commodity price 
movements and to stabilize its oper- 
ations on the basis of an assured mer- 
chandising profit.! 

In viewing the balance sheet of a 
business in, which hedging transac- 
tions are possible, it is obviously im- 
portant to determine the extent to 
which the value of the inventories 
has been insured through the use of 
hedging facilities. The manage- 
ment’s assurances as to its established 
policies in this respect should be one 
of the primary considerations of the 
credit analyst. 

There are a good many types of 
wholesale and manufacturing enter- 
prises which purchase or manufac- 
ture to varying extents against firm 
purchase orders. Leaf tobacco deal- 
ers, for instance, peanut processors, 
manufacturers of blankets, garments, 
or other textile products, and so on, 


1 Keeler, Floyd Y., “Hedging in a Future Mar- 
ket Against Inventory and How it Should Inter- 
est the Average Banker,” in the Robert Morris 
Associates Bulletin, May, 1938, p. 316. 


may all have accumulated inventories 
in their balance sheets to supply defi- 
nite purchase commitments on hand. 
In such instances, an appraisal of the 
relative heaviness of the inventory 
asset should be tempered by a con- 
sideration of the size of the orders on 
hand and of the quality and depend- 
ability of these purchase commit- 
ments. 


Other Important Factors 


NLESS adequate recognition is 

given to merchandise or mate- 
rials in transit on the date of the bal- 
ance sheet, the inventory position of 
the purchasing business will be un- 
derstated and all of its liabilities will 
not be shown in the statement. A 
liability for the purchase price of the 
goods is created at the time the title 
passes to the purchaser and delivery 
is not essential to the passing of 
title.2 Therefore the goods should 
appear in the inventories of the pur- 
chasing business and the liability 
therefor should be shown in its bal- 
ance sheet from the moment that title 
passes regardless of the date of 
delivery. 

Incidentally, in this connection, it 
should be pointed out that shipping 
terms are important. If goods are 
shipped f.o.b. destination (that is, 
“free on board” to the point of des- 
tination) the title does not pass until 
the goods reach their destination ; but 
where the shipment is f.o.b. shipping 
point, title passes to the purchaser 
when the goods are put in the hands 
of the common carrier and his own- 
ership and liability date from that 
moment. * 

The extent of the purchase com- 
mitments existing at the statement 
date (for merchandise and materials 
the title to which has not passed) is 
also of interest to the analyst in view- 
ing the inventory total. Abnormally 
large commitments in relation to in- 


2Conyngton and Bergh, ‘‘Business Law’? (The 
Ronald Press Company, New York, 1936), p. 146. 
3 [bid., p. 145. 
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ventories and manufacturing and 
sales needs suggest that inventories 
may have been forced down for win- 
dow-dressing purposes and have 
other implications upon which we 
have already touched. 

Since the title to merchandise on 
consignment remains with the con- 
signor until the goods have been 
sold,* they should continue a part of 
the consignor’s inventory total until 
sale has been effected. By the same 
token, consigned merchandise in pos- 
session of the consignee must be me- 
ticulously excluded from the con- 
signee’s inventory asset. It is par- 
ticularly important to give attention 
to the latter point in viewing the un- 
verified inventories of small busi- 
nesses where combinations of cupid- 
ity and ignorance may conceivably 
result in a violation of this principle. 

The reports of reputable account- 
ants should always show the existence 
of hypothecated merchandise but the 
balance sheets submitted by business 
managements may not invariably be 
relied on to disclose this important 
information. The possibility that 
parts of the inventories may be 
pledged for the protection of specific 
creditors is a fundamental consider- 
ation in the evaluation of financial 
strength. 


Perpetual Inventory Records 


W HERE it is at all practicable to 
do so, the analyst should rec- 
ommend the installation of perpetual 
inventory records. More intelligent 
control can then be exercised over in- 
venitory quantities by business man- 
agement, a system of internal check 
is provided, an improved understand- 
ing of operating costs is made pos- 
sible, and daily, weekly, or monthly 
balance sheets and operating state- 
ments can be prepared, permitting a 
high degree of executive supervision. 
Management benefits directly through 
an enhanced knowledge of its own 
operations and indirectly through the 
possibility of fuller cooperation from 
its banks based on the availability of 
more comprehensive financial data. 
Perpetual inventories are not al- 
ways appropriate for mercantile con- 
cerns,5 especially where a multitude 
of small products are involved, but 
they -are ordinarily adaptable for 
manufacturers and are an essential 
part of a manufacturing cost system. 
It should be thoroughly under- 





4 Tbid., p. 388. 
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stood, however, that a perpetual in- 
ventory system does not obviate the 
necessity of a periodic physical in- 
ventory. The maintenance of perpet- 
ual records permits the taking of 
physical inventories in piecemeal 
fashion at a time when the quantities 
of each class of materials or product 
are at their lowest point but the need 
for regular and careful physical veri- 
fication is just as essential as ever 
because of the many inaccuracies that 
tend to creep into the book figures 
and because of the adjustments nec- 
essary for loss, theft, shrinkage, and 
so on, 


Insurance 


HE existence of insurance in 

force on the inventory asset suffi- 
cient to assure the continued avail- 
ability of its asset value against all 
normal insurable hazards is a matter 
of vital importance to the credit ana- 
lyst. Destruction by fire is usually 
the most likely hazard but there is 
also the possibility of loss of value 
through sprinkler damage, flood dam- 
age, theft, or a variety of other 
causes. The nature of the inventory 
should be considered along with its 
location and other surrounding con- 
ditions and the adequacy of the scope 
of insurance protection against total 
or partial loss through all reasonable 
hazards should be judged in the light 
of these factors. Special types of in- 
ventories may require special types of 
insurance protection. 

In relating the face amount of the 
insurance carried to the balance sheet 
valuation of inventories, the signifi- 
cance of co-insurance clauses should 
be borne in mind. If the insurance 
carried does not bear a ratio to the 
value of the asset equal to that stipu- 
lated in the co-insurance clause, then 
the recovery available in the event of 
a partial loss is limited to a propor- 
tionately smaller amount than would 
otherwise be obtainable. 

Not only should the adequacy of 
the insurance coverage at the state- 
ment date be ascertained, but the ana- 
lyst should also determine that full 
protection is carried throughout the 
course of the year. In many instances, 
the value of the inventory at the year- 
end is only a minor part of the total 
that is commonly carried in peak 
seasons. 

5 Some retailers and wholesalers, however, can 
readily adopt a perpetual inventory system. A 
system for a retail furniture store was described 
in an article appearing on page 84 of the Janu- 


ary, 1940, issue of the National Furniture Re- 
view, 267 Fifth Avenue, New York. 
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Finally, the analyst should see that 
insurance protection extends to all 
merchandise on consignment to others 
and to all materials and goods in 
which title and ownership is vested. 
Ownership, it should be remembered, 
carries with it the risk of loss and de- 
struction of property regardless of 
location. 


Valuation of Inventories 


RDINARILY, retailers and 

wholesalers do nothing to change 
the form of the products with which 
they deal. The value they add is 
what the economists call “time util- 
ity” and “place utility.”! In valuing 
the inventories on hand at the close 
of an accounting period, it is there- 
fore reasonable that they should add 
nothing to the original cost of the 
products except the direct cost of 
adding time and place utility. This 
usually takes the form of incoming 
freight and express charges and is 
properly added to the purchase price 
of the merchandise as a part of its 
basic cost. 

It is a generally accepted account- 
ing principle that the standard rule 
for the valuation of inventories is 
“cost or market,’ whichever is 
lower. To value an inventory at 
the lower of cost or market, both cost 
and market values have to be deter- 
mined for each item in the inventory 
total and then the lower of the two 
has to be extended as the value to be 
assigned the item in the inventory 
total.? Finney aptly expounds the 
accounting propriety of valuing in- 
ventories on this basis in the follow- 
ing words: 

“The cost or market rule con- 
forms with the general accounting 
principle of providing for all 
losses and of anticipating no profits. 
If market values for purchases de- 
cline, selling prices will presum- 
ably decline with them. Reducing 
the inventory to market purchase 
price takes up the loss in the period 
during which the price declined, 
and transfers the goods to the next 
period at a price at which they can 
presumably be sold at a profit.”* 


What Is Cost? 


F we are to appreciate the meaning 
of cost, we must know the ele- 
ments of which it may consist and the 
various means by which it may be 





tEly, Richard T., “Outlines of Economics” 
(The MacMillan Company, New York, 1928), 
p. 109. 
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determined. Variations in the meth- 
ods of computing cost may not only 
invalidate the accuracy of inventory 
and operating comparisons between 
companies but may also distort in- 
ternal comparisons of these important 
factors between periods in the same 
business unit. 

Cost to a retailer and a wholesaler, 
as defined by the Bureau of Internal 
Revenue, is original invoice price less 
trade or other discounts (except 
strictly cash discounts approximating 
a fair interest rate, which may or 
may not be deducted so long as a 
consistent course is followed) plus 
transportation or other necessary 
charges incurred in acquiring posses- 
sion of the goods.® 

Very frequently, however, it is not 
feasible to identify each unit or quan- 
tity of merchandise in terms of its 
original invoice cost and the cost that 
is applied for valuation purposes may 
of necessity be more or less of an 
estimated cost or an average cost for 
the period. Where lots of the same 
merchandise are bought throughout 
the year at varying prices, the cost 
of the units or quantities that remain 
on hand at the close of the period 
may be deemed to be either: 

1. The cost of the latest units pur- 

chased, 

2. An average cost determined by 

a weighted average of the cost 
of all units purchased, or 

3. An average cost determined by 

some form of a moving average 
of the cost of all units pur- 
chased.® 

At the same time, in many in- 
stances it may be extremely difficult 
to allocate precisely the cost of in- 
coming freight and other transporta- 
tion charges to specific lots of mer- 
chandise and hence this is another 
factor that adds to the uncertainty 
of the meaning of cost.‘ 


What Is Market? 
N ARKET in the expression “at 
- the lower of cost or market” as 
applied to the valuation of mercan- 
tile inventories is ordinarily inter- 
preted to mean replacement market. 
In the opinion of one outstanding ac- 





2 Finney, H. A., “Principles of Accounting” 


(Prentice-Hall, Inc., New York, 1935) Volume 
1, p. 181. 

2 Paton, W. A., “Accountants? Handbook” 
(The Ronald Press Company, New York, 1935) 
p. 421, 7 

‘Finney, op. cit. p. 182. 

5 Regulations 103, Income Tax, Internal Rev- 
enue Code, (United States Treasury Department, 
Bureau of Internal Revenue, 1940), p. 55. 

6 Finney, op. cit., pp. 189-193. 

7 Paton, op. cit., p. 423. 
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countant, “market would mean the 
price, or value, at which similar quan- 
tities could be replaced in customary 
purchase quantities on the open 
market.’’® 

In some instances, however, re- 
placement market is impossible of 
exact determination, as in the case of 
out-of-date, obsolete, badly damaged, 
or worn stock, and it then becomes 
necessary to interpret market as an 
estimated selling price less marketing 
and shipping expenses, or other costs 
yet to be incurred.® Thus “market” 
like “cost” may have a varying mean- 
ing under varying circumstances. 

Where business inventories are un- 
verified by independent public ac- 
countants, the analyst should not 
overlook the possibility that a well- 
intentioned management may have 
an entirely misleading conception of 
the correct application of the cost or 
market rule. Even in the case of 
audited statements, he should appre- 
ciate the differences of interpretation 
possible and satisfy himself as to the 
nature and consistency of the prac- 
tices followed. 


Objections to Cost or Market 
Rule 


INCE the valuation of inventories 

at the close of a period affects 
the computation of the cost of goods 
sold during the period, the applica- 
tion of the lower-of-cost-or-market 
rule to the closing inventories results 
in overstating the cost of goods sold 
and in understating the true gross 
profit when replacement costs at the 
year-end are below actual costs. For 
example, if a furniture dealer bought 
$100,000 of merchandise during 1939 
and sold half of it during the year 
for $100,000, his true gross profit on 
the furniture sold was $50,000 or 
50% of its selling price. However, if 
the replacement cost of the remaining 
half had fallen to $40,000 at the year- 
end, the valuation of his inventories 
at this lower market figure would in- 
crease the computed value of the cost 
of goods sold during the year to 
$60,000 (purchases of $100,000 less 
closing inventories of $40,000). 
Therefore, his gross profit margin 
on the furniture sold would incor- 
rectly appear as only $40,000 or 40% 





8 From the testimony of Mr. John_K. Mathie- 
son, partner, Mathieson, Aitken & Co., certified 
public accountants of Philadelphia, as an expert 
witness before the Securities and Exchange Com- 
mission in the matter of McKesson & Robbins, 
Inc., March, 1939, (United States Government 
Printing Office, Washington), p. 292. 

® Paton, op. cit. p. 422. 
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(sales of $100,000 less cost of sales 
of $60,000). 

Again if goods are held from one 
period to another and replacement 
cost continues below actual cost but 
advances from one year-end to the 
other, then the inventory valuation 
of those goods will be advanced, in- 
creasing profits and violating the ac- 
counting principle that no profits 
should be anticipated on unmaterial- 
ized sales. ; 


How to Overcome Objections 


HE first and principal disadvan- 

tage to the cost or market rule 
can be removed by the use of an im- 
proved and more informative ac- 
counting technique which every ana- 
lyst should know and recommend 
wherever feasible. It requires simply 
that inventories be footed at cost as 
well as at the lower of cost or market 
and that the cost valuation be used 
for the purpose of determining gross 
profits while the lower of cost or 
market valuation be used for balance 
sheet purposes. The excess of cost 
over the balance sheet valuation used 
should be shown as a separate de- 
duction in the financial expense or 
“Other Deductions” section of the 
profit and loss statement. 

To illustrate, suppose that mer- 
chandise with an original cost value 
of $50,000 was found to be worth 
$40,000 when valued at the lower of 
cost or market at the close of the 
year. 

A closing inventory valuation of 
$50,000 would be used in computing 
the cost of sales for the period, thus 
accurately stating the gross profit 
margin. 

A special deduction of $10,000 
(the excess of cost of $50,000 over 
the $40,000 valuation at the lower of 
cost or market) would be shown in 
the extraneous deductions section of 
the profit and loss statement to 
charge the operations of the period 
with the decline in inventory values, 
thus correctly stating the net profit 
for the year. 

A valuation of $40,000 would be 
placed on inventories in the balance 
sheet, thus conservatively stating the 
asset total at the lower of cost or 
market. 

Since in valuing inventories in the 
customary manner at the lower of 
cost or market it is necessary that 
both cost and market values be 


(Continued on page 38) 
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Adult Education in Business 
Plays an AH mportant he who in Ptelping Joday s Cunwtie 


When Alice in Wonderland was 
perplexed by her unusual sur- 
wv roundings, she was told “In order 
for you to stay where you are 
you have got to run like everything.” 
It is precisely this sort of a situation 
which most businessmen, in fact all 
of us, face in this constantly chang- 
ing era in which we live. We cannot 
even be like Alice, stay where we 
are. We must be prepared to make 
quick adjustments, hurried decisions, 
and changes which we may have 
thought a year ago could not have 
been made in our organization. 
Education for adults will play a 
greater part in this war time and in 
the post war readjustment periods 
than in World War I. Education 
never ends for the individual who 
looks forward, who has an inherent 
interest in himself and his job, and 
who believes that his work is making 
a worthy contribution to the develop- 
ment of a kind of a society in which 
he and his children wish to live. 
Adult education is primarily a 
means by which men and women who 
work for a livelihood may be trained 
more intelligently and more effective- 
ly upon the task to which they are 
devoting their lives. Adult education 
goes beyond this point of an efficient 
and intelligent application to one’s 
job by giving to the individual an 
understanding of his own experiences, 
his ideals, his needs, and an appre- 
ciation of the significance of the world 
in which he lives and of his role in 
the constantly changing order of 
things about him. 


Education for Democracy 


UR democracy will survive by the 

efficiency which we introduce into 
our work and into our living or it 
will perish by our indifference and 
our slackness. Democracy must suc- 
ceed by the enhanced abilities of its 
members who must realize that these 
abilities must be freely developed, 
both inside and outside of our formal 
educational system. Democracy must 
exact of each individual within its 
order the contribution of the best of 
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his ability or else it is doomed. Un- 
less we, as members of our democratic 
society, educate ourselves to use our 
ability to the utmost, we may con- 
tribute greatly to the ultimate doom 
of our cherished democracy. 

“We all’ have come to feel that 
perhaps all is not well in the realm 
of the more practical phases of our 
way of life. Somehow the policy of 
following the principles of the rule 
of thumb and of muddling through 
processes in the conduct of our bus- 
iness establishments seems not to 
have been a good policy. When we 
survey the high percentage of busi- 
ness mortality, we have reason to be 
startled. The large number of infant 
businesses which are born out of an 
unfounded optimism linked with a 
minimum of intelligent understand- 
ing of sound techniques, and whose 
nurture is attempted without the for- 
mula of sound management principles, 
is unbelievable. It is little wonder 
that the mortality rate is startling. 

In few fields of adult activity is 
there a more insistent need for a real- 
istic facing up to the facts of our 
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managerial difficulties and to the 
causes for the failures of men to steer 
their business enterprises away from 
the rocks of bankruptcy and financial 
liquidation than in the field of busi- 
ness. Adult education offers much 
to businessmen who would help them- 
selves, but it cannot do much for those 
who are complacent and self-satisfied. 


The Importance of Discussion 


ONG before the formal scheme of 

education, as we know it today, 
was set into action, adult education 
was making its contribution to the 
solving of the perplexing problems 
of the communities in which men 
lived and worked. They learned how 
to cope with the irresistible forces of 
nature and how to adapt themselves 
to the: varying conditions of their 
early and crude environment. 
Through their conduct and relation- 
ships with other adults they gained 
valuable experiences in meeting com- 
parable problems. In these days of 
national and economic stress when 
significant adjustments are being 
forced upon the individual as well as 
upon business units it behooves credit 
men, in fact all business groups of 
homogeneous interests, to meet to- 
gether for serious and studied discus- 
sion upon matters of grave common 
concern. “Discussion should be one 
of the most important things in the 
world for it is almost our only arena 
of thinking. It is here that all the 
jumble of ideas and impressions that 
we get from reading and watching 
are dramatically placed in conflict. 
Here only is there a genuine chal- 
lenge to put them in some sort of 
order. Without discussion the in- 
tellectual experience is only an exer- 
cise in a private gymnasium.” 

It has been my privilege to have 
worked in the field of adult educa- 
tion for the past twenty years with 
business groups. I am positive that 
no group is more willing to learn, 
more teachable, and more actively 
interested in finding intelligent and 
sound solutions to the problems which 
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confront its members than those en- 
gaged in commerce and industry. 
Yet in the light of the kaleidoscopic 
changes which are so familiar to all 
of us I am also convinced that no 
group in our society is in greater 
need of the aid which adult education 
can provide. 

Business is not a science in the 
exact sense that this term may be ap- 
plied to engineering, medicine, or 
other professions. It is rather a mat- 
ter of good management and the ap- 
plication of common sense based upon 
an intelligent understanding of and 
experience in successful business en- 
terprises. Good business is a matter 
of eliminating personality shortages 
and of friction which can so easily 
slow up progress and destroy effi- 
ciencies. Good business management 
is a matter of constant study and 
analysis of the problems that parade 
daily before the business executive. 
It is also a matter of being constantly 
alert for new ideas and manifesting 
a willingness to make adjustments 
to the social and economic scene be- 
fore us at the moment. 


Information for Quick Action 


YONDITIONS in business are 
changing so rapidly now that one 
hardly dares predict what he will or 
can do a week or ten days hence. 
Such a situation places responsibility 
upon every wide-awake and progres- 
sive businessman that he keep him- 
self well informed upon new develop- 
ments and how they may affect his 
business interests. Adult education 
comes to his aid by supplying the 
means by which he may keep posted 
upon current and post current ad- 
justments. 


Last summer the National Asso- 
ciation of Credit Men, in cooperation 
with Babson Institute of Business 
Administration, established a Sum- 
mer Institute of Credit Management. 
This Institute became the vehicle by 
which the ideals to which I have re- 
ferred in this article were imple- 
mented. From 25 states, 70 differ- 
ent communities, and 21 different or- 
ganizations and industries came men 
and women who are carrying sig- 
nificant credit management responsi- 
bilities. These persons came to the 
campus of Babson Institute with an 
awareness of their own and their 
company’s needs for the fullest pos- 
sible information on current develop- 
ments in credit management. They 


Credit and Financial Management 





Prepare Joday for Call Opportunities / 


SUMMER INSTITUTE OF 
CREDIT MANAGEMENT 


Sponsored by the National Association of Credit Men, 
in cooperation with Babson Institute of Business 
Administration, on the Campus at Babson Park, Mass. 


JULY 26 — AUGUST 8, 1942 


For Details as to Courses, Costs, Living Arrangements 
. . . write at once to Director, Summer Institute of 
Credit Management, One Park Avenue, New York 








came with an eagerness to learn, to 
exchange ideas, to participate in 
group discussions, and to carry back 
to their jobs new enthusiasm for their 
work and new concepts of their re- 
sponsibilities. The first summer’s 
experience with this Institute was a 
most profitable and happy one. Credit 
men and women who came to the 
Babson Institute of Business Admin- 
istration campus found already exist- 
ent in that institution a conscious- 
ness that students on that campus 
should lay the foundation of a habit 
of self-education which will continue 
through life with the individual as he 
embarks upon his business career. 
From the staff and the faculty they 
found encouragement on every hand 
to reinforce that habit of continuous 
education and to take seriously the 
obligations which such a habit im- 
poses upon the individual. They 
found an inherent belief that the in- 
stitution to which they had come 
must justify its existence by provid- 
ing adult education opportunities for 
homogeneous groups of businessmen 
who desired to keep well informed 
upon current business developments 
and future business trends. 


A Free Exchange of Ideas 


HE Summer Institute of Credit 

Management proved to be a 
striking example of a great oasis in 
the desert of formal education. Those 
who made up the student body and 
the leaders of the group, known as 
the faculty in more formal education 
terms, found significant values of 
adult education being stressed. They 
found a free and full exchange of 
ideas. They found encouragement 
for free and full discussion of contro- 
versial issues and for the expression 
of convictions without the feeling of 
inhibition. They found the opportun- 
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ity to think in co-operation with their 
fellow men and to know that their 
own contribution in thinking through 
problems would be taken into full 
account in the conclusions to be 
drawn. Those who will be fortunate 
enough to make up the group of 
students and faculty for the 1942 
Summer Institute of Credit Manage- 
ment will find these same inherent 
principles of adult education at work 
in larger measure than in the session 
of 1941, 

“The spirit of freedom is not in 
laws and institutions alone nor even 
chiefly. It is expressed in the ex- 
pansion of the personal experience in 
an individual’s rather than a nation’s 
room to grow, and in the unlocking 
of human powers and human oppor- 
tunities. No disaster can black out 
a nation which lives in that spirit,” 
said the New York Times in a recent 
editorial. I believe that there has 
been no time in the business history 
of our nation when it is more im- 
perative that men of affairs and par- 
ticularly men of business should be 
bound together into living associa- 
tion by common ideals and common 
beliefs and who are willing to meet 
common questions through common 
thinking. The Summer Institute of 
Credit Management is dedicated to 
the principle of bringing men _to- 
gether from all sections of our coun- 
try and from many diversified in- 
dustries to live together, to think to- 
gether, and to discuss together ideas, 
ideals, and problems, and to return 
to their respective communities with 
a better understanding of tomorrow’s 
responsibilities of today’s jobs. As 
Ordway Tead has said “Education is 
the progressive utilization of experi- 
ence to assure the individual fuller 
and more satisfying participation in 
his work.” 
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What About Your Fire Insurance? 





St Should Fit Dempo of Wae Production 


We are now in, or approaching, 
a period of prosperity which 
occurs only two or three times 
in our business life. This period 
carries with it uncertainties and the 
purpose of this article is to call your 
attention to features of your insur- 
ance, which, to a degree, will offset 
the uncertainties. 

First: Are you fully covered? 
Have you moved up your insurance 
coverage with the increased values? 
Values on everything are gradually 
working up. Commodities and mer- 
chandise have had a sharp advance in 
the past year. Hardly anything is up 
less than 15%, many commodities 
are up 25 to 35%. Machinery and 
equipment are up 10 to 20%. Build- 
ing costs are up about 15%. All of 
this has happened in the past twelve 
months. 

Second: What kind of policies do 
you have? Most likely they contain 
the Co-Insurance Clause, 75, 80, 90 
or 100%, any of which means some- 
thing to you. If your insurance 
covers specifically on each item, most 
likely you will have 75 or 80% co- 
insurance Clause. If your insurance 
covers blanket on all items, the most 
popular and desirable clause is the 
90%, which means if you have 
$100,000.00 Sound Value you should 
carry $90,000.00 insurance. Suppose 
vou only had $75,000.00 insurance 
and had a fire loss of $50,000.00, 
then the insurance companies only 
owe you 75,000/90,000ths of $50,- 
000.00, or $41,666.67 instead of $50,- 
000.00, which they would owe if you 
carried $90,000.00. You can use this 
method in figuring your requirements 
with any co-insurance clause on any 
value. Also bear in mind your insur- 
ance covers you on the basis of sound 
value and such sound value is arrived 
at by figuring replacement costs at 
time of fire and, in case of buildings, 
machinery and fixtures, less deprecia- 
tion, however caused. On stock of 
merchandise, in most cases deprecia- 
tion should be taken into account, but 
so should appreciation (increased 
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cost to replace a rise in market since 
purchase). On new materials and 
commodities, no depreciation should 
be taken into account. But if you 
want to collect on present day market 
values, you must figure your values 
before the fire on such basis and in- 
sure accordingly, or otherwise, you 
will become a co-insurer and have to 
stand your part of the loss. 


Watch Your Reports 


HIRD: Are you using the re- 

porting form on your policies? 
Do you know what it means? If so, 
no doubt you have been told you are 
covered 100%. You may be, but 
most likely you are not. I have had a 
number of adjustments this year 
where this form was used and with 
but one exception none of the claim- 
ants had complied with the require- 
ments. They therefore became co-in- 
surers and did not collect all their 
loss. This is a very fine form of cov- 
erage, especially for large insurers, 
but you should know what it is all 
about and act accordingly. I will at- 
tempt to explain it for the benefit of 
those who do not know, and those 
who would like to check their slant 
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on this form of insurance. 

Not all reporting forms are alike. 
For my purpose, I will refer to the 
one most commonly used. It is the 
one providing 100% coverage on 
value based on the last report, plus 
what changes have taken place, either 
up or down, since making your last 
report. It generally allows 30 days 
in which to report your values, some- 


times 40, 50 or 60 days. 


Now, suppose you report an inven- 
tory of $125,000.00 as of June 30th 
and the fire occurs July 20th. By 
that time your sales and purchases 
have been figured and you find you 
have $175,000.00 value. The adjuster 
will be curious to know why your 
values have jumped so greatly when 
he refers to your reported values in 
previous months (figures having 
been furnished him by the insurance 
company) and finds they have been 
running from $110,000.00 to $130,- 
000.00, and not $175,000.00. Your 
answer very likely will be that the 
market on your merchandise has 
gone up greatly and that you had a 
lot more fixtures and supplies than 
you thought. In short, your values 
had just run away without you real- 
izing they were so high. The adjuster 
will answer, “That’s all right, but we 
will go back to June 30th and check 
up and see what the values were 
then.” So you and he go to work 
figuring June 30th values. By the 
same standards used in figuring your 
present values to be $175,000.00, you 
find your value on June 30th was 
$160,000.00, instead of $125,000.00. 
So, complying with the terms of your 
100% Reporting Form, the adjuster 
tells you he owes you 125,000/160,- 
000ths of $100,000.00, (we will say 
your loss has been agreed to be 
$100,000.00), and you get $78,125.00 
instead of $100,000.00. 


Report True Values on Hand 


[N order for you to have collected 
“ $100,000.00, you should have re- 
ported value and paid premiums on 
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$160,000.00 instead of $125,000.00. 
It is important that you report true 
values on hand as of the date the re- 
port is made. We can clarify this 
some by reverting to the customary 
mercantile practice whereby the 
manufacturer often forwards mer- 
chandise to the merchant prior to the 
first of the year in order not to show 
it as an inventory item, but as an 
account receivable. The merchant in 
turn receives the merchandise, but 
does not enter it in his inventory, as 
he likewise does not wish to show a 
large inventory, and this is entirely in 
order as the merchandise probably 
carries a sixty or ninety day rating. 
Nevertheless, if the store should burn 
after the first of the year, the mer- 
chant would expect to collect for the 
merchandise and by the same token, 
he must report this value to the com- 
pany as of January lst. This nat- 
urally applies to other merchandise 
received throughout the year on or 
near reporting date. 

Like anything else in life, you just 
about get what you pay for. This is 
no argument against the reporting 
form of insurance. In fact, I greatly 
favor it for insurers. This is only to 
help you understand its terms and 
operation and how you must handle 
your values and make reports to the 
insurance company, if you want the 
benefit of its advantages. 

3e sure your values are reported 
high enough and if in doubt, it might 
be well to add 5 to 10% and in that 
way try to make sure the report takes 
care of your present market value, 
although you pay a little more 
premium. 


Business Interruption Insurance 


F your policy is written on a per 

diem or weekly form, it would be 
well to consider it outmoded and se- 
cure one of the two more modern 
forms, these being generally known 
as the Gross Earnings Form and the 
Co-Insurance Form. The Gross 
Earnings Form is generally applic- 
able to businesses, whereby the re- 
habilitation can take place in a com- 
paratively short length of time and 
the payroll is either a relatively small 
item or it is desirable to insure it for 
more than ninety days. This form 
has no particular advantage over the 
other form to be discussed later, with 
exception of the fact that it may be 
written on the basis of a_ shorter 
period of suspension and carries a 
longer payroll coverage. 

® 
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This is brought about by the fact 
that you are able to secure a policy 
covering for an amount as small as 
50% of your gross earnings. This 
means for this form to be particu- 
larly adaptable to your business that 
you should be able to rehabilitate 
your property and begin operations 
in that portion of the year that per- 
centage of gross earnings is named in 
your policy. In other words, if you 
carry a fifty percent gross earnings, 
you must be positive that you will 
be able to rebuild and commence 
business in six months or 50% of the 
year, and that not more than 50% 
of your collectible earnings could fall 
under this loss period. 


Your attention is directed to the 
fact that all U. & O. policies carry a 
limitation as to the time allowed for 
the replacement of the stock, but this 
time is in addition to the time for 
rebuilding. 

The Contribution Form is a safer 
form at this time, as it covers the full 
year’s showing of net profit, fixed 
charges and all other continuing ex- 
pense, but only gives the assured the 
opportunity of insuring the entire or- 
dinary payroll for a period not in ex- 
cess of ninety days. This time limit 
canbe extended if desired by paying 
an additional premium. 


There is some confusion in the 
minds of many business men about 
the requirements of the form, and I 
will attempt to explain it. Generally 
speaking, this form of policy insures 
Gross Profits plus the items of key 
men whose salaries may be charged 
to payroll account. Since the policy 
only excepts payroll, and heat, light 
and power, other items, such as taxes, 
depreciation and maintenance of other 
properties not destroyed in the fire 
which must be continued, can be 
picked up from running expense ac- 
count. But in no event does the pol- 
icy pay other expenses required to be 
insured, unless proven to continue 
after the fire. 


Be sure to go into this feature 
thoroughly with your agent, together 
with him working out a work sheet 
from your records and complying 
fully with the required amount when 
buying this form of insurance. As an 
example of how it works, your Gross 
Profit, we will say, is $200,000.00 
after charging raw materials and pay- 
roll into your manufacturing costs, 
and leaving out items of “heat, light 
and power.” Pull out of your payroll 
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account, the yearly costs of your key 
men, say $20,000.00, and add to the 
$200,000.00, making a total of $220,- 
000.00. The 80% Clause requires 
you to insure for $176,000.00. There 
are, we will say, items of expense 
that you would not have to continue 
to pay out after a fire of $60,000.00, 
on which you cannot collect. This 
comes off of the $220,000.00, leaving 
$160,000.00, collectible amount under 
this setup if your plant is down 12 
months. 


It Takes Longer to Rebuild 


N these days of uncertainty of de- 

liveries on machinery and mate- 
rials, time for rebuilding after a fire 
is being greatly extended, and plants. 
which ordinarily could be rebuilt in 
six months, are now taking 8, 9 or 
even 10 months. Those that here- 
tofore could be rebuilt in 10 months 
to a year, are taking 12 to 15 months, 
So if you had such a plant and it re- 
quired 15 months to rebuild, then 
your $176,000.00 total insurance car- 
ried comes in to pay those three ad- 
ditional months, as the policy which 
covers one year’s gross earnings, is 
not limited to one year for rebuilding 
and replacing machinery and equip- 
ment. 

Another feature of the co-insur- 
ance form is that it is flexible and 
moves with your seasonal earnings, 
if such be the case. Suppose you have: 
a fire April lst, and it is shown by 
previous experience that the-follow- 
ing six months are by far your most 
profitable and that 6624% of your 


gross and net earnings are made in: 


this period. You would then have 
the benefit of the insurance following 
this bulge in your earnings statement 
and collect accordingly. By the same 
token, however, should it be shown: 
the fire occurred at the end of your 
more profitable period and you are 
going into a less profitable period, 
your adjustment would have to re- 
flect this lesser earnings showing. 

3y all means, however, the Con- 
tribution form of U. & O. insurance 
is the most desirable. I favor the 
80% over any other amount. Inci- 
dentally, don’t think, because you 
have not been doing so well in the 
past that you are not entitled to U. 
& O. insurance at this time, for many 
concerns are making real money now 
who have made little or no profit the 
past few years, and the policy insures 


(Continued on page 32) 
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Latin-American Credits Continue Up-Turn 


Mtl inlined Survey of Cusitlt-onk_oliieliine 


Commercial credit and collection 
conditions in 21 Latin American 
markets continued the definite 
upward trend during the last half 
of 1941 which has now been in prog- 
ress, according to these surveys, since 
July, 1940. The credit and collection 
indices of the majority of the coun- 
tries surveyed have now shown a 
steady upward trend for a year and a 
half, reflecting, of course, the judg- 
ment of the United States manufac- 
turing exporters contributing their 
experience to this survey on the com- 
mercial credit and collections in Latin 
American markets. 

Prospects are excellent that the ex- 
ports of all kinds of raw materials 
from the majority of the Latin Amer- 
ican countries will continue, and that 
these countries will be asked to in- 
crease their production to satisfy the 
demands of the United States for ad- 
ditional raw materials. There is no 
doubt, this process which has been 
going on since 1940 and, will con- 
tinue, will be reflected as it is in this 
and the two previous surveys in an 
improved exchange position, and 
commercial credit conditions of all 
Latin American countries. 

There is no doubt that as a result 
of the state of war that exists between 
the Democratic and Axis powers, the 
political situations in many of the 
countries of Latin America have be- 
come stable and this too, must con- 
tribute to the confidence U. S. ex- 
porters have toward Latin American 
countries. 


Where the Sales Were Made 


HE Foreign Credit Interchange 

Bureau recorded some 57,828 
commercial transactions consummated 
between United States manufacturing 
exporters and customers in all parts 
of the world, during 1941. Some 90% 
of these transactions were with cus- 
tomers in Western Hemisphere mar- 
kets, and some 95% of the transac- 
tions consummated in Western Hemi- 
sphere markets were credit transac- 
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tions with credit terms ranging from 
Sight Draft to 120 Days Date Draft 
being extended to the overseas buyers 
by U. S. manufacturing exporters. 

More than 200 of these American 
manufacturing exporters located in all 
parts of the United States and ex- 
porting diverse lines of American 
products, the majority selling in all 
the markets surveyed, contributed in- 
formation upon which this semi-an- 
nual survey of Commercial Credit and 
Collection Conditions is based. 

The transactions which were con- 
summated on a secured basis, either 
Letter of Credit or cash in advance, 
probably represent a larger dollar 
volume in total than those transac- 
tions on which credit terms were ex- 
tended. Such secured transactions for 
the most part, represent capital goods 
and heavy industrial equipment, in 
many instances requiring from 6 to 
12 months from the placing of the 
order to actual delivery. 


How Government Credit Helps 


OME criticism has been voiced in 

various Latin American markets 
over these secured terms required on 
this type of export. Fortunately, the 
Export-Import Bank of Washington 
has arranged to make available cer- 
tain lines of credit to the commercial 
hanks of Central and South America 
operating through the central bank 
in each country. Such credits now 
make it possible for the Latin Ameri- 
can importer of specially manufac- 
tured equipment to open credits in 
the United States without tying up 
funds or jeopardizing his local credit 
position because, the importer, under 
the Export-Import Bank plan, will 
not be required to produce the neces- 
sary dollar funds for the payment of 
the import until the equipment actual- 
ly arrives in his country. This ar- 
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rangement is an admirable solution 
to this particular problem and should 
reduce to a mere trickle, the number 
of complaints that have been made 
in this regard in the countries of the 
South of us. Due to the strategic 
nature and the critical importance of 
the equipment imported into Latin 
America on a secured basis, a great 
volume of normal trade, consisting 
primarily of shelf goods and con- 
sumer merchandise that has gone to 
the various Latin American markets 
to credit-worthy buyers on altogether 
reasonable credit terms with minute 
credit losses, has been overlooked. 

Reports of returning travellers in- 
dicate that in many lines, shelves are 
bare and stocks of consumer goods 
are spotty. Equipment is worn out 
and an earnest desire exists to re- 
place and rehabilitate in such situa- 
tions now that a sufficient quantity of 
dollar exchange is being created by 
the increase of imports from Latin 
America by the United States, as 
mentioned above. 

Certain dislocations of industry 
and trade are bound to become ap- 
parent in 1942 with some 50% of 
our own production earmarked to 
war effort. A major problem is the 
difficulty of taking care of our own 
domestic requirements to keep indus- 
try running and consumers appeased, 
if not satisfied, and of meeting the 
increased demands of our Latin 
American neighbors. 


Earmarking Production for 
Export 

ITH the drastic curtailments 
that are necessary, export- 
minded manufacturers should ear- 
mark a certain portion of their pro- 
duction not necessary for the war ef- 
fort, to the export market. Presum- 
ably, a larger proportion than usual 
of such available production should 
be allocated for export, and it is go- 
ing to be the job of the American 
manufacturing exporters to convince 
their old and well considered Latin 
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American customers that they are 
getting more than their just share of 
all we are able to produce, particular- 
ly of consumer goods, and of the 
necessary heavy industrial equipment 
that will enable them to continue to 
produce what is so vitally needed. 

Exporters of consumer goods, in 
most instances, now need to investi- 
gate carefully the credit risk of the 
individual buyer. Though exchange 
and import controls exist in most of 
the countries surveyed, dollars are 
generally available. In some lines 
which are not in short supply, ex- 
porters should be on the alert for a 
tendency toward over-buying. 

In compiling this survey, no con- 
sideration is given to the question of 
governmental debts or service obli- 
gations, and the classification of 
“Credit Conditions” refers to the 
situation within the various Latin 
American markets from the com- 
mercial point of view only, as judged 
by exporting American manufac- 
turers. Comments made by those re- 
plying to the survey under the gen- 
eral heading “Collection Conditions” 
may be considered as indicating the 
current trend based on the definite 
experience of American manufac- 
turers having commercial collection 
items in the markets surveyed. 


Credit Conditions 


N the last half of 1941, eighteen 
countries showed a continued for- 
ward movement on the credit index. 
Members will recall that the survey 
covering the last half of 1940 showed 
a forward movement on the part of 
some seventeen countries, and the 
survey for the first half of 1941 
showed a substantial forward move- 
ment on the credit index, on the part 
of eighteen countries. This forward 
movement apparently has not abated, 
and while four countries moved down 
on the credit index during the six 
months period under survey, in no in- 
stance were any of these drops severe. 
Shipments to the French Possessions 
are now paid for in New York under 
special arrangement, which probably 
accounts for the French Possessions 
being considered “Very Poor’ under 
“Credit Conditions” and “Prompt” in 

“Collections.” 

GOOD: PUERTO RICO, MEX- 
ICO, ARGENTINA, PANAMA, 
BRITISH POSSESSIONS, 
BRAZIL, CUBA, NETHER- 
LANDS POSSESSIONS, PERU, 
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VENZUELA, URUGUAY, CO- 

LOMBIA, DOMINICAN RE- 

PUBLIC, GUATEMALA, EL 

SALVADOR. 

Venezuela, Dominican Republic, 
Guatemala and El Salvador are new- 
comers to this group, moving up from 
their previous classification of “Fair- 
ly Good” six months ago. There has 
been some reshuffling of the order in 
which these countries now appear on 
the credit index. 


FAIRLY GOOD: CHILE, BO- 
LIVIA, .ECUADOR, COSTA 
RICA, HAITI. 

Haiti is a newcomer to this group, 
moving up from its previous classi- 
fication of “Fair.” This group is 
somewhat smaller than the previous 
survey in that four countries moved 
forward to the next highest classifica- 
tion, and only one country moved up 
from the next lowest classification. 
FAIR: PARAGUAY, HONDU- 

RAS, NICARAGUA. 

Nicaragua is a new comer to this 
group, moving up from its previous 
classification of “Poor,” indicating 
that the improved trend which was 
apparent in the last survey has con- 
tinued. 

POOR: None. 

VERY .POOR: French Possessions. 


Collections 


FoR the second time in the history 

of this survey, none of the mar- 
kets surveyed is evaluated on the Col- 
lection index as being “Slow” or 
“Very Slow,” and only one is “Fairly 
Prompt,” all others being listed as 
“Prompt.” Sixteen countries showed 
a forward movement on the Collection 
index, and eight showed a decline, al- 
though in all cases this decline was 
nominal, and not enough to warrant a 


downward reclassification for the 

country in question. 

PROMPT: MEXICO, ARGEN- 
TINA, PANAMA, PUERTO 


RICO, NETHERLANDS POS- 
SESSIONS, BRAZIL, PERU, 
BRITISH POSSESSIONS, 
GUATEMALA, DOMINICAN 
REPUBLIC, CUBA, COLOM- 
BIA, URUGUAY, VENEZU- 
ELA, ECUADOR, HAITI, PAR- 
AGUAY, CHILE, EL SALVA- 


DOR, FRENCH _  POSSES- 
SIONS, BOLIVIA, NICARA- 


GUA, HONDURAS. 

Paraguay, French Possessions, Nic- 
aragua and Honduras, -are all new- 
comers to this group, moving up from 
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their previous classifications of ‘‘Fair- 
ly Prompt.” A year ago, Honduras 
and Nicaragua were classified as 
“Slow.” In the last two surveys they 
have moved forward to the “Prompt” 
classification. 

FAIRLY PROMPT: 

RICA. 

In the last survey, Costa Rica 
moved down from “Prompt” to 
“Fairly Prompt,” and with a drop in 
its Collection index figure, continues 
in this classification in this survey. 
SLOW: None. 

VERY SLOW: None. 


COSTA 





LETTER TO THE EDITOR 


The Editor: 

I was impressed very much, and I 
believe a little astounded, when I read 
the display copy boxed on page 18 of 
the December issue of Credit and 
Financial Management under the 
title, When You Ask a Bank for 
Credit Information ! 

Isn’t the answer to this particular 
problem to be found in the use of 
Credit Interchange reports, both for 
the banker and for the inquirer? 

When, as now, time is at such a 
premium and everyone’s dollars must 
be employed to do the biggest job 
possible and do it effectively, it is 
imperative, in my opinion, that every 
business, commercial and industrial 
unit employ the means of obtaining 
credit and ledger experience informa- 
tion which affords such 
economy. 

How simple it is—what compara- 
tively little time it takes—how inex- 
pensive it is to make one inquiry with 
references attached, including the 
bank where a customer is known or 
is transacting business. Furthermore, 
it simplifies the entire procedure for 
those who are called upon to answer 
inquiries. 

Credit Interchange reports are in- 
dispensable to many of us and cur- 
iously enough, it is one of those things 
where “the more you give the more 
you get.” 

Cordially yours, 
DwiGHt SHERBURNE. 
The A. Bardsal Company, 

Indianapolis, Ind. 





* 
47th Annual NACM Credit Congress 
Cincinnati May 10-14, 1942 
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the partner of Sabotage? — 





It’s Carelessness ...1t slows up war work... Let’s stop it! 


IN TWELVE MONTHS, industrial accidents cost 
America a billion and a half man-hours—enough time 
to build 45 battleships or 195,000 light tanks or 
15,000 heavy bombers! 


Far too much of this staggering loss was due to 
one cause: carelessness. Unless every possible precau- 
tion is taken, this loss will undoubtedly be repeated 
—even increased—under war-time pressure. 


If you are an employer, do everything humanly 
possible to eliminate hazards. If you are an employee, 


obey all safety regulations. Whoever you are, wherever 
you are—ve careful! Time lost now is vital to America! 


A Hartford agent, or your own insurance broker, 
can furnish you with expert advice on fire and acci- 
dent prevention. He will also check the risks to which 
you are exposed, risks of large financial losses that 
can be covered under the Hartford’s ““NEW Way of 
Buying Insurance.’? Ask Western Union or Canadian 
National Telegraphs for the name and address of the 
nearest Hartford agent. 


10 ways to prevent losses caused by Carelessness 


1. Keep heating plants, chimneys, gas con- 4. Install safety guards wherever needed— 
have proper lighting and ventilation. 


nections, electrical equipment in good order. 


2. Keep premises free of rubbish — keep 


cans—empty waste cans daily. 


and exits unobstructed. at home. 








5. Use only correct size electrical fuses. 
oily or greasy materials in approved metal 6, Observe safety rules on smoking. 


7. Educate employees to be careful on their 
3. Keep stairs, passageways, fire escapes own jobs, throughout the plant, on the street, 


8. When lifting heavy objects keep back 
straight, bend legs, use leg muscles — not 
abdominal muscles. 


9. Get plenty of rest—see doctor for peri- 
odical check-up—report all injuries at once. 


10. Keep car in good condition — allow 
plenty of time to get there without speeding. 


Keep ’em flying! 


ies 
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Credit Outlook for Railroads 


ail Official Presents Views on 


Credit, as that term is used com- 
mercially, is defined by Webster’s 
yy New International Dictionary 
as 

“trust given or received; expecta- 
tion of future payment for property 
transferred, or of fulfillment of 
promises given; the relation exist- 
ing between one person and an- 
other who trusts in him to pay or 
render something in the future; 
mercantile reputation entitling one 
to be trusted, as to buy goods on 
credit.” 

So whether used in reference to the 
individual who has a charge account 
at the corner grocery or who borrows 
money to buy an automobile, or to 
the great corporation which secures 
loans of vast amounts of money for 
building its plant and facilities, pri- 
marily the word credit means belief 
or trust. 

In its technical usage it has come 
to be confined to the trust placed in 
a debtor. In fact, it may best be un- 
derstood as simply another name for 
debt. The same relationship which 
from the debtor’s standpoint is called 
a debt is from the creditor’s stand- 
point a credit. In short, as has been 
said, “Credit is nothing but the ex- 
pectation of money, within some lim- 
ited time.” 

As debts play a fundamental part 
in modern economic relations, it fol- 
lows that a private enterprise must 
occupy a favorable credit position in 
order to exist under private opera- 
tion. The extent of this belief or 
trust of the creditor in the ability of 
the enterprise to fulfill its promise to 
repay its debts, with interest, de- 
pends almost entirely upon the dem- 
onstrated or prospective earning ca- 
pacity of the debtor. 





All Based on Earning Power 


UBLIC necessity and public de- 
mand for the products of a busi- 
ness and its capacity to effectively 
meet that demand are also essential. 
But take away the earning power of 
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any business and its security values 
drop and its whole credit structure 
will collapse. 

The maintenance of that trust in 
private enterprise which insures good 
credit and holds the confidence of in- 
vestors is part and parcel of the pres- 
ervation of a democratic state. The 
lack of public confidence in private 
investments is reflected by the action 
of security markets over the past ten 
years. And despite the recent im- 
provement in earnings throughout in- 
dustry, no marked revival of public 
faith has appeared. This condition is 
especially pronounced in the market 
for railroad bonds. 

The business of producing trans- 
portation is a permanent, continuing, 
and growing enterprise which is es- 
sential to human existence. Railroads 
occupy a dominant position in the 
transportation field—in fact, are the 
one indispensable agency of transpor- 
tation. They have demonstrated 
time and again in the last two years, 
after passing through the longest and 
severest depression of all times which 
forced a third of the railroad indus- 
try into bankruptcy, that not only 
have they kept up with progress in 
the art of transportation but their 
physical plant excels in capacity and 
efficiency anything heretofore known 
in history. 


Job Put Up to Railroads 


N THE year 1941 just closed the 
railroads were called upon to 
handle the biggest transportation job 
ever before performed in twelve 
months. They did the job smoothly, 
speedily, and without congestion, 
thus keeping their pledge “to meet to 
the full the demands of commerce and 
the needs of national defense.” 
Their record of achievement has 
gained for them the confidence of the 
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nation that the railroads, under pri- 
vate ownership and operation, have 
the ability to meet the transportation 
demands of the country. Witness as 
typical of public opinion the state- 
ment of Louis Johnson, who, as As- 
sistant Secretary of War, said: 
“From three-fifths to two-thirds of 
all our transportation needs, the 
railroads can and do meet. We 
must, therefore, keep them finan- 
cially sound and physically strong. 
They are the blood stream of 
American life in peace and in 
war.” 


Also, the recent expression of 
Chairman Clarence F. Lea of the 
House Committee on Interstate and 
Foreign Commerce that: 

“In all the world no job is being 

better done today than by the 

American railroads.” 

And the statement of Director Joseph 
B. Eastman of the Office of Defense 
Transportation on January 5, 1942, 
that: 

“,.. up to date, the railroads have 

handled defense transportation 

very efficiently indeed.” 

But when we look for such confi- 
dence in railroad credit—in the abil- 
ity of the industry to return a just re- 
ward to capital for the use of its 
funds—we find it conspicuously ab- 
sent. In its place we find only doubt 
and fear. The securities of a physic- 
ally strong and vital industry which 
a dozen years ago were sought by in- 
stitutional investors are now being 
looked upon with misgivings. 

The report of the Railroad Secu- 
rities Committee of the Investment 
Bankers Association of America sub- 
mitted in December, 1941, exempli- 
fies the prevailing attitude by this 
statement: _ 

“The market for railroad securities 

continues to tell the story and it 

portrays all too clearly the uncer- 
tainty of the railroad picture. 

Nothing that we can elaborate on 

in this.report can make this pic- 

ture clearer. The railroad indus- 
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™ Designed to aid the nation’s credit execu- 
tives, the Summer Institute of Credit Manage- 
ment—a two weeks’ intensive program of 
professional education — is sponsored by the 
National Association of Credit Men and con- 
ducted jointly with the Babson Institute of 
Business Administration. 


Situated on the rolling, pine-studded slopes 
of Wellesley Hills, just 12 miles west of Bos- 
ton, the campus of Babson Institute is a most 
desirable locale for a combination of summer 
education and recreation. 


Babson Institute has an enviable reputation 
in the field of advanced business training. 


The following is the curriculum of courses: 
(1) Analysis of Financial Statements 
(2) Bankruptcy and Reorganizations 


(3) Business Economics (including money, production, 
distribution, labor, capital management) 
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“It is always 
in season for 
men to learn.” 
Aeschylus 


(4) Business Psychology 

(5) Commercial Law (including contracts and sales) 

(6) Credit Department Management and Procedures 
(including letters, collection processes, banking 
credit, information sources, relationship of sales 
and finances and credits) 


(7) Management Problenis and Policies (including em- 
phasis on corporate finance and distribution ) 

(8) Public Finance (including the effect of taxes on 
business ) 


Typical of the reactions of the 1941 students is this 
unsolicited endorsement by J. Stanley Thomas, Credit 
Men’s Ass’n of Eastern Pa., Philadelphia, Pa.: “The 
Summer Institute of Credit is history and it attained the 
heights of success, I feel, beyond the fondest hopes... 
I did not hear the semblance of a complaint from any of 
those in attendance and the keynote of the remarks on 
closing day was, ‘I am sorry it is over” .. . You are 
going to have a hard time to accommodate those who 
will desire to take the work next year ... Congratula- 
tions for this important new chapter in the annals of 
the Association.” 


@ For further information as to registration, curriculum, living 
arrangements, costs, recreational facilities, we recommend early 
return of the coupon below. 


Director, Summer Institute of Credit Management 

Room 1010, One Park Avenue, New York. 

Please send me full information about the Summer Institute of Credit 
Management which is to be held at Babson Park, Mass., July 26— 
August 8, 1942. 
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try, taken as a whole, continues to 
be without credit, or at least it 
lacks the confidence of investors. 
“With earnings greater than in any 
year since 1930, railroad bonds as 
a class are selling at extremely low 
prices—especially low when com- 
pared to other corporation bonds 
—and, after all, bond prices afford 
the best measure of credit... . 
“This continued lack of confidence 
in the railroad outlook on the part 
of investors is dangerous. It pre- 
sents a danger to the cause of pri- 
vate enterprise, for the railroads 
cannot continue permanently under 
private ownership unless they can 
regain the confidence of private 
capital. We believe, or at least 
hope, that this can and will be re- 
gained, but in these days when the 
whole private enterprise system 
has been under a strain it is well 
for us, as investment bankers, to 
be aware of all possible weak spots 
and especially one of such import- 
ance as the railroad industry.” 


Why Investors Are Cautious 


HERE is, no doubt, justification 

for caution on the part of invest- 
ors. The principle that a day of la- 
bor is entitled to a fair day’s pay is 
well founded. Capital cannot be ex- 
pected to work for less. 

Private business financed by pri- 
vate credit which depends upon the 
power to earn cannot compete with 
subsidized business financed by pub- 
lic credit which depends upon the 
power to tax. Railroads have long 
been faced with that kind of compe- 
tition and the growing tendency in 
recent years to extend government 
activities to other fields is having tell- 
ing effects upon the credit position of 
many private industries. There must 
be a return to our traditional system 
of free private enterprise if Amer- 
ican industry is to regain its ability 
to attract private capital. 

The 10 Point Program for Prog- 
ress adopted in 1940 by the National 
Association of Credit Men recognized 
the essential part of the railroad in- 
dustry in our national economy and 
pledged the support of credit men in 
the effort to restore sound credit and 
financial health to this vital industry. 
In the furtherance of that program 
the article that follows on the Credit 
Outlook for the Railroad Industry is 
presented to our readers. 

NE of the major problems con- 
fronting institutional investors, 
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like banks and insurance companies, 
is the investment of their cash re- 
serves in sound long-term invest- 
ments which will yield a fair rate of 
return with reasonable assurance of 
security of the principal. For many 
years railroad bonds supplied a large 
part of their requirements for such 
investments. 

During the economic depression of 
the 1930’s profits in many fields of 
business dwindled or entirely disap- 
peared. Along with diminished in- 
come returns, all values declined and 
private investment securities took the 
brunt of the blow. Holders of rail- 
road bonds suffered along with those 
who held securities of other indus- 
tries. Stricken with fear and pessi- 
mism, the investor turned from pri- 
vate business to government securi- 
ties. There he has found an ever in- 
creasing outlet for his idle funds, cre- 
ated by the Federal policy of deficit 
financing which followed in the wake 
of the depression. 

Notwithstanding the general im- 
provenient in earnings throughout in- 
dustry, due to the immense activity 
in connection with our national de- 
fense and now our all-out war pro- 
gram, there has been no marked re- 
vival of public confidence in private 
enterprise in the recent past. The 
investors’ dollars still shy away from 
many branches of private business. 
This is the painful truth. Obvious- 
ly, there must be a revival of public 
faith, of public confidence, in our tra- 
ditional system of private enterprise 
if American industry, including the 
railroads, is to regain its ability to 
attract private capital. 

Time does not permit a detailed 
discussion of all the factors which 
may have contributed to the prevail- 
ing apathy toward railroad securi- 
ties. We shall analyze the situation 
briefly to see to what extent the con- 
tinuing lack of confidence on the part 
of investors is influenced by factors, 
other than the physical operations, 
entirely beyond the control of the 
railroads as an industry. 


Business Is Essential 


HE business of hauling goods and 

persons, in which the railroads are 
engaged, is certainly as essential to 
human existence today as it has ever 
been. If anything, it becomes in- 
creasingly important as our popula- 
tion grows and our civilization be- 
comes more complex. Therefore, 


o « 2 





we should all be able to agree that 
the business of producing transporta- 
tion is a permanent, continuing and 
growing enterprise and not a declin- 
ing industry. Railroads occupy a 
dominant position in the transporta- 
tion industry. There is a widespread 
public realization today, perhaps 
more than ever before, that rail trans- 
portation is absolutely indispensable. 
There are other agencies of transpor- 
tation, too, which have become indis- 
pensable supplements, particularly in 
extending the urban area by pickup 
and delivery service and the han- 
dling of certain classes of traffic with- 
in limited areas. Their importance in 
our national system of transportation 
is fully recognized. However, the 
country must depend upon the rail- 
roads to handle the mass-movement 
of freight traffic because they alone 
are in a position to do this job, at 
all times and in all seasons. 

The railroads have proved over 
and over again in recent months that 
they have the capacity to meet unus- 
ual traffic demands. Despite years of 
continuous low earnings and deficits 
which forced retrenchment in every 
direction, they were prepared to and 
did take care of the unprecedented in- 
crease in traffic which followed the 
outbreak of war in Europe far better 
than many persons realize. This was 
the result of a long-term planning 
and improvement program dating 
back to World War I and continued 
through the depression years. 

The roadbed was improved, heav- 
ier rails were laid, freight train 
speeds were increased. Today freight 
cars have a much larger capacity and 
locomotives are much more powerful 
than they were twenty years ago. 
These and many other improvements 
make it possible to move a much 
greater volume of traffic with fewer 
units of equipment than was ever be- 
fore possible. 


Scope of the Inquiry 


RECOGNIZING the fact that gov- 
ernment subsidy has played a 
part in the development of transpor- 
tation facilities, Congress also direct- 
ed that Board to investigate the ex- 
tent to which such facilities and spe- 
cial services have been, or are, pro- 
vided through public aid for the use 
of these carriers. In addition the 
Board is directed to investigate the 
relative tax burden borne by the dif- 
ferent transportation agencies. 
The Board of Investigation and 
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Research was recently appointed by 
the President. From preliminary 
pronouncements made by this Board, 
we are encouraged to believe that the 
task will be approached in a fair and 
realistic manner and that the findings 
to be made available to the Congress 
should be a valuable aid in enacting 
remedial legislation to effectuate the 
national policy declared in the Trans- 
portation Act of 1940. 

A splendid effort to aid in the so- 
lution of our national transportation 
problems is being put forth by the 
Transportation Association of Amer- 
ica. This Association was organized 
in 1935 and directs its attention to 
research and public education in the 
field of transportation and to the re- 
lationships existing between trans- 
portation agencies, its users, and in- 
vestors. In attacking the problem, 
the Association has recognized that 
the plight of the transportation in- 
dustry has not been caused altogether 
by laws and regulations, and conse- 
quently cannot be cured merely by a 
change in such laws. It recognizes 
that the problem is largely an eco- 
nomic one, the solution of which lies 
in the re-establishment of sound 
credit that «ull attract private invest- 
ors; elimination of subsidies; the re- 
duction of true costs, and the im- 
provement of service which will leave 
no inducement for an industry to en- 
gage in commercial transportation 
for its own account, 

Government ownership is a ghost 
in the economic closet which makes 
its appearance with each period of 
depression to scare private capital 
into flight from railroad securities. 
The nationalization of the railroads 
would undoubtedly be followed by 
the nationalization of all other forms 
of transportation. No doubt this 
would eventually lead to bureaucratic 
control over the major manufacturer 
and suppliers of materials and equip- 
ment used in the transportation in- 
dustry. And it would be the fateful 
step toward setting up a form of so- 
cialism that would entirely destroy 
our democratic system of free enter- 
prise. 


Better Public Understanding 


HE educational program being 

conducted by the Transportation 
Association of America through 
farm, trade, and civic organizations 
has developed a better public under- 
standing and appreciation of the is- 
sues and of the serious implications 


Credit and Financial Management 





pte we trey et- 


UNMATCHED FOR SPEED 
AND RELIABILITY 





See how fast it is... how easy 
to operate. Learn how little it 
costs to own a genuine Burroughs 
—how a few cents a day for a 
short time pays for it. For quick 
action, call your local Burroughs 


office, or mail the coupon. 


Burroughs Adding Machine Company g 
6149 Second Avenue, Detroit, Mich. 
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involved in the trend toward govern- 
ment control of business. The result 
has been a decided change in the 
public attitude during the past few 
years with respect to the vital need 
of preserving private ownership in 
the field of transportation. 


This change of attitude, however, 
does not remove the threat from the 
ghost in the closet. You may even 
have perceived it still hovering over 
railroad management during the re- 
cent wage controversy. Only a com- 
plete, all-out public endorsement of 
the principle of free private enter- 
prise and against government owner- 
ship and operation of industry in 
competition with private business 
will effectively lay this ghost. 

But do not think this ghost of gov- 
ernment ownership and operation is 
confined to transportation— 

We have already gone a long way 
toward socialization of our credit 
system. Government has_ entered 
fields which were previously consid- 
ered as reserved to private enterprise. 
With the depression, savings once 
available for productive loans sought 
a haven in government obligations. 
With these funds government activ- 
ities expanded to take in such mat- 
ters as R. F. C. extension of credit to 
private business; the Rural Electrifi- 
cation Administration projects in 
building transmission lines and gen- 
erating stations for private power, 
and the Department of the Interior in 
developing tremendous reservoirs of 
water which are converted into al- 
legedly “cheap” power. 


Public Credit and Transportation 


UT it is in the field of transporta- 

tion that the extension of public 
credit has gone the longest way. High- 
Way improvement projects, water- 
way improvement projects, and air 
field projects are considered desir- 
able public works and for that rea- 
son it is deemed proper to defray 
their expenses out of general tax 
funds on the ground of “general wel- 
fare.” 

It has been estimated that the sum 
furnished by government for roads 
and street improvements aggregates 
not less than forty-three billion dol- 
lars. Expenditures by the Federal 
government for river and harbor im- 
provements in the United States to 
June 30, 1940, aggregated $2,593,- 
000,000, according to the latest re- 
port of the Chief of Engineers. 
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No definite figures are available for 
expenditures made on airports by 
municipalities and other subdivisions 
of government, although the amount 
runs into hundreds of millions of dol- 
lars. The expenditure of a half-bil- 
lion more for commercial operations 
was recommended in a recent govern- 
ment study. 

The users of these transportation 
facilities constructed with public 
funds bear only a fraction of the cost. 
A large part of these huge expendi- 
tures represent government subsidy 
and the deficit must be made up from 
general tax funds. Thus we have 
transportation by taxation and not by 
earnings. The effect of these sub- 
sidies on competing forms of trans- 
portation which pay their own way 
and pay heavy taxes besides, is read- 
ily apparent. It makes quite a big 
difference whether an agency of 
transportation supports the govern- 
ment or is being supported by the 
government. 

Summing up the railroad picture, 
we find an indispensable agency of 
an indispensable industry with a phy- 
sical plant that excels, in capacity and 
efficiency, anything heretofore known 
in history. Methods and practices 
have been kept in pace to insure the 
most effective use of the physical im- 
provements. We find railroad per- 
sonnel organized for cooperative and 
coordinated action among themselves 
and with the shipping public and the 
Federal Government. Functionally, 
as is proven by the record, they pos- 
sess the capacity and efficiency to 
carry the loads of both commerce and 
war. 


Some Encouraging Signs 


N the financial side, the picture is 
less bright. Even here, however, 

we can see reasons for encourage- 
ment. Among these can be mentioned 
the plans for capital reorganization of 
the weak roads which have been com- 
pleted or are approaching consumma- 
tion; voluntary debt adjustments ; re- 
funding of outstanding bond issues 
on more favorable terms, and the re- 
duction of short-term loans from cur- 
rently increased earnings. All of 
these things add their bit to the finan- 
cial strength of the railroad industry. 
Looking still further, we find the 
Congress turning its attention to re- 
medial legislation in an effort to pro- 
vide for fair and impartial treatment 
of all modes of transportation and to 
eliminate destructive competitive 





practices. Standing behind these ef- 
forts we find a more understanding 
and sympathetic public, with a greater 
appreciation of the vital importance of 
railroads to their national welfare. 
But hanging over the horizon is 
still a cloud of doubt and fear—a lack 
of confidence and faith—that these 
railroads can return a just reward to 
capital for the use of its funds. There 
has been a steady flow of liquidation 
of railroad bonds from institutional 
sources during the past ten years. 
This has had a depressing effect on 
rail security prices because of the in- 
ability of the investing public to ab- 
sorb large quantities of bonds. Avail- 
able information indicates that com- 
mercial banks, members of the Fed- 
eral Deposit Insurance Corporation, 
reduced their holdings of rail bonds 
by one-third between December 31, 
1936 and June 30, 1941. Mutual sav- 
ings banks held 26% less on June 30, 
1939 than they had at the end of June 
1936. The fire, marine, auto and 
casualty insurance and surety com- 
panies, as a group, reduced their 
railroad bonds about 32% between 
December 31, 1936 and December 31, 
1940. It is gratifying to note, how- 
ever, that life insurance companies, 
as a whole, were not among the ac- 
tive sellers. A tabulation of securi- 
ties owned by six large companies, 
whose holdings of rail bonds are 
equivalent to nearly one-fifth of the 
total outstanding railroad funded 
debt, indicates that at the end of 1940 
they had about 17% more rail bonds 
than they held at the end of the year 
1928, measured in terms of par value. 


Expressed in terms of actual market. 


value, there was a decrease of 7%. 
During this same period their invest- 
ments in government obligations, both 
Federal and other, increased nearly 
7% times. 


A Bankers Viewpoint 


IGHT at this point, I should like 

to direct your attention to an ad- 
dress by Mr. Theron A. Woodsum, 
Statistician for the Savings Banks 
Association of Maine, entitled “Fear 
Psychology—Bogey-Man of Invest- 
ment.” To the best of my knowledge, 
this speech was not inspired by any- 
one connected with the railroads. 
However, it so clearly and convinc- 
ingly demonstrates how sound judg- 
ment can be blinded by mob psychol- 
ogy and the effects of this on invest- 
ment values in general, and railroad 
bonds in particular, that we have re- 


February, 1942 





7 
. 


Witt str Se Re aE BSN 



































See ee 


aol oa ae ah Ra 








printed the address for distribution. 
I heartily commend this pamphlet to 
your careful scrutiny. 

~ You may find of especial interest 
that part beginning on page 12 under 
the heading “Rail Bonds Victims of 
Public Opinion” and also Mr. Wood- 
sum’s conclusion found on page 13 
reading as follows: 


“Next to the United States Gov- 
ernment bonds, the best securities 
in America today are certain rail- 
road bonds. Whatever difficulties 
the industry may have to face, they 
cannot by any stretch of the imag- 
ination be sufficiently fatal to jus- 
tify the recent action of railroad 
securities in our markets.” 


This we admit is one man’s opinion, 
but it contains food for thought. 
Behind this whole scene is still 
more uncertainty and apprehension 
because of a growing tendency to 
subordinate our American system of 
free enterprise to political exploita- 
tion and governmental experiments. 
As for example, the pending record- 
breaking billion dollar Rivers and 
Harbors pork barrel bill recently re- 
ported out favorably by the House 
Committee. This bill includes such 
projects as the St. Lawrence Water- 
way, the Florida Ship Canal, the 
Tombigbee-Tennessee Canal and the 
channel project, and others which 
would pyramid the vast expenditures 
for similar non-defense projects that 
have been going on for years; add 
force to the already serious inflation- 
ary trend, and would take vital ma- 
terials needed for our war effort. 


I think it is safe to assume that all 
of us here are believers in a demo- 
cratic economy. By that is meant 
the unchallenged privilege to engage 
freely in legitimate enterprise,—with 
government as the umpire but not a 
competitor,—where we may fairly 
compete in productive endeavors with 
the hope for profits as the incentive 
for our efforts. Under that system, 
all types of business are inter-related 
and inter-dependent. To preserve 
that system and avoid the inevitable 
consequences to all private endeavors 
1s a responsibility for every business 
enterprise, and every good American. 
—“United we stand; divided we fall.” 


* 


47th Annual NACM Credit Congress 
Cincinnati May 10-14, 1942 
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payment of Accounts 
Receivable...guaran- 
tees reimbursement 
for losses caused 
by the insolvency of 
customers. Either 
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you...or AMERICAN 
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rms, munitions, food... they must get through. 


Every ship carrying these vital cargoes . . . the life line of 
a nation... is protected against ordinary perils of the sea. 
But merely normal safeguards are not enough... too much 
is at stake. Fighting escorts ensure extra protection. 


Business, too, faces hazards that demand 
extra protection. 


The business life line—collection of 
Accounts Receivable—is constantly 
endangered. Mercantile agency recom- 
mendations, bank references and Inter- 
change reports are protection against 
ordinary credit perils. But the crippling 
blows result from extraordinary credit 
conditions... from conditions develop- 
ing after credit has been approved and 
the goods have been shipped. 


What would the failure of a big custo- 
mer do to your working capital .. . or 
to your year’s profit? 


If you would like facts and figures 
bearing on insurance of your credit 
accounts, write for our booklet ‘““Why 
Business Failures?”’ Address Dept. C -2. 


J. F. McFadden, presivent 
FIRST NATIONAL BANK BLDG., Baltimore 


nit of Yome Accounts Receivable” 


OFFICES IN PRINCIPAL CITIES OF UNITED STATES AND CANADA 
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What Ratios Tell 
Credit Analysts 


(Cont'd from P. 11) as brief as pos- 
sible, let us outline one that seems 
sound. 

First of all, in assembling all the 
statements we have available or can 
obtain, concerning a particular indus- 
try, it is important that only firms in 
much the same business be grouped. 
As an example, in an analysis of the 
pump manufacturing industry, fifty- 
eight statements of firms including 
the word “pump” in their names were 
assembled. Of these, seventeen were 
discarded because they were sales 
agents; seven were eliminated be- 
cause sales and net income figures 
could not be obtained; and six were 
found to do a greater volume in man- 
ufacturing apparatus other than 
pumps, leaving twenty-eight legiti- 
mate pump manufacturers. 

The next point is the manner of 
using these twenty-eight statements. 
To take the sum total of the cash, the 
sum of receivables, etc., of all these 
statements and develop ratios there- 
from has not proved a satisfactory 
procedure, because the resulting ra- 
tios were too greatly influenced by 
the larger companies. We find the 
most exact method is to work out the 
ratios for each company, separate 
them into quartiles, and then average 
those in the second and third quar- 
tiles. This process eliminates unusu- 
ally high and low ratios, and fur- 
nished median ratios that have proved 
to be not only reasonable, but sound. 


Rr URNING to consideration of 

the statements discussed previ- 
ously, median ratios for the year 
1938 of the industry in which this 


the concern being studied continued 
to operate because of the leniency of 
the creditors, and from the average 
ratios of the industry we readily see 
that this condition was not reflected 
in any way by the industry as a 
whole. It will be recognized that in- 
dustry studies give us much more 
definite and specific averages against 
which to compare individual ratios. 

In the discussion of ratios in the 
forepart of this article, it was stated 
that the credit fraternity generally 
accepted a liquid ratio of 100% and 
a current ratio of 200% as minimums 
of safety. While in the case of this 
particular industry these ratios might 
still be considered the safety mini- 
mums, we now know that the aver- 
ages of the industry are considerably 
above those minimums. We should 
particularly note the ratio of inven- 
tory to working capital. In discuss- 
ing this ratio previously, it was noted 
that an authority had stated that “a 
firm having a net worth of $250,000 
or more can safely invest 75% of its 
working capital in inventory, and 
considering business as a whole, ex- 
perience has tended to verify this 
statement.” Without contradicting 
this statement, we observe that in the 
instance of this particular industry, 
the median ratio for 1938 was 68%. 
Comparison of other ratios will show 
similar variances. 


NALYSES of a number of in- 

dustries have been made, and 
some rather surprising and enlighten- 
ing facts have been revealed. For 
that reason, when discussing certain 
individual ratios previously, with ref- 
erence to minimum and maximum 
safety ratios, it was stated that such 
safety ratios were found to be sound 
in considering “business in general.” 


Subject Median 
Company’s Industry 
Ratios Ratios 
Liquid Assets to Current Liabilities ......... 32 211 
Current Assets to Current Liabilities ........ 122 389 
Average Age Receivables ................. 47 59 
Average Age Inventories ................. 135 90 
Average Age Conversion ................. 182 149 
Average Age Current Liabilities ........... 150 60 
Average Age Working Capital in Use ...... 32 89 
Inventory to Working Capital ............. 410 68 
Current Liabilities to Tangible Net Worth ... 61 20 
Total Debt to Tangible Net Worth ........ 120 34 
Total Fixed Assets to Tangible Net Worth... 144 56 
firm is engaged have been developed, However, for the credit executive 


and comparison of our subject’s 1938 
current and capital ratios with the 
median of the industry is interesting. 
We have previously shown that 
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who wants specific figures against 
which to compare those of his risk, 
the individual industry average 
should meet his requirements. 


Ratios—what they tell us! 
erly conceived and properly inter- 
preted ratios not only are of inval- 
uable assistance to the credit execu- 
tive, but can be of great assistance to 
management. Had management stud- 
ied the above analysis of the 1934 and 
1935 statement during 1936 and been 
guided thereby, the 1936 picture 
could have been improved and 1937 
would have reflected a far different 
condition. Likewise, the credit ex- 
ecutives of this company’s suppliers 
could have avoided being among 
those who helped carry the company 
from 1937 through 1938. If we in- 
terpret them aright, ratios do tell us 
when to beware. We must then act 
in accordance with the warning. 


How Purchase of 


U. S. Defense Bonds 


Fights Inflation 
By DR. MARCUS NADLER 


Professor of Finance. 
New York University* 

Every major war in the past has 
been accompanied by a sharp rise 
win commodity prices. This oc- 
curred during the Napoleonic 
Wars, the Civil War in this country, 
and during the first World ‘War. 
There are many, therefore, who argue, 
on the basis of the experience of the 
past, that the present world-wide con- 
flict will also bring in its wake a sharp 
increase in commodity prices, com- 
monly referred to as inflation. In 
order to be able to answer the ques- 
tion as to whether inflation will occur 
in the United States, one must first 
analyze why wars invariably are ac- 
companied by a sharp rise in com- 
modity prices. Two sets of factors 
contribute to this development, the 
fiscal position of the Government, and 
the dislocation of industry and trade. 
Wars are very costly and cannot 
be financed entirely out of taxation. 
Hence the Government is forced to 
borrow large sums to meet the huge 
war expenditures. However, only if 
the Government borrows from the 
commercial banks is the deficit infla- 
tionary in character. If, however, the 
Government finances its deficit 
through the sale of obligations to ulti- 
mate investors then the borrowing, 
however large, does not add to the 
purchasing power of the people and is, 
therefore, not inflationary in character. 
It is certain. that the United States 


_* From address before New York State Society 
of Certified Public Accountants. 
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Government will make every effort 
possible to borrow from ultimate in- 
vestors and not from the _ banks. 
Higher taxes plus increased savings 
on the part of the people will be im- 
portant deterrents to a further sharp 
rise in commodity prices. 


Cause of Price Rises 


HE dislocation of industry and 

trade caused by war is of even 
greater importance in the process of 
inflation. It leads to a sharp increase 
in the national income and a decrease 
in the supply of commodities available 
for consumption. These two factors 
combined invariably lead to a sharp 
rise in prices. In this respect too the 
Government has learned a great deal 
from past experience. Rationing of 
commodities has already been insti- 
tuted in this country and in all proba- 
bility will be broadened as the shift 
from peacetime to wartime increases. 


The only real danger of inflation 
emanates from pressure groups, par- 
ticularly from the farm bloc which 
had thought through artificial means 
to increase prices of agricultural com- 
modities. In fact, the greatest in- 
crease in prices that has occurred so 
far was in the group of farm com- 
modities, of which there is a surplus, 
and not so much in those groups of 
commodities of which there is a short- 
age. It is, however, expected that in 
view of the great emergency which 
confronts the nation, the pressure 
groups, too, will be guided more by 
patriotic than selfish reasons. 


How Bonds Help Government 


ODERN wars are primarily a 
question of production and of 
organizing and coordinating the pro- 
ductive capacity of the country. The 
individual citizen can contribute a 
great deal toward fighting inflation by 
placing his savings at the disposal of 
the Government. In doing so not 
only is his own purchasing power re- 
duced but also he relieves the Gov- 
ernment of the dependence on com- 
mercial banks. The sale of national 
defense obligations in December was 
very encouraging, aggregating about 
500 million dollars. If this amount is 
doubled—and in view of the large na- 
tional income, it could be—the danger 
of inflation will be materially reduced 
in spite of the large deficit and the 
serious dislocations caused by the war. 


Credit and Financial Management . 














Industry’s 
Big Problem: 


The Minor Injury 





U.S. Industry allows minor infections to pick its pockets of millions of dollars each 
year. A planned safety program protects you against this ravage. Lumbermens 
Engineering Service plans your program and carries it out in detail. 


Skinned knuckles... scratches... slight 
cuts and abrasions—put them all to- 
gether and these seemingly trivial acci- 
dents spell hundreds of millions of dollars 
in losses to industry each year. 

Perhaps you, like the average plant 
operator, figure that losses resulting from 
these minor infections are covered by 
your workmen’s compensation insurance. 

They are—as far as medical care and 
compensation are concerned. 

But... four times greater than the 
total amount paid out by your insur- 
ance company each year are the hidden 
costs of accidents which come out of 
your own pocket. 

Hidden costs include loss of skilled 
services; damage to machinery and prod- 
uct; precious time squandered in repairs 
and in training new workers: all of which 


Lumberme 


MUTUAL CASUALTY COMPANY 


JAMES S. KEMPER, President Home Office: Mutual Insurance Bldg., Chicago 
Operating in New York State as (American) Lumbermens Mutual Casualty Company of Illinois 


boils down to lowered efficiency, morale, 
production and, naturally, profits. 

Your best protection—your only real 
protection—against these often ruinous 
hidden costs is a planned safety program. 

The cost to you? Not a cent. Our staff 
of safety experts makes a systematic 
study of your plant and discusses its 
findings with you. If you say the word, a 
program is drawn, launched, carried out 
in detail—no interruption. . - no fuss 
. «+ NO Cost. 

By drastically reducing accidents in 
your plant, slashing away at the hidden 
costs behind them, our losses are cut as 
well as yours. The cost of your compen- 
sation insurance drops, your profits rise. 
It’s as simple as that. 

Drop us a line—today—and ask one 
of our experts to call. 





Affiliate, American Motorists Insurance Company 
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Host City for 47th Credit Congress 
Ciutat: at A appy Blend of ASudustey wad Gullues 


By Eleanor G. Pierce 





From the standpoint of industry, Cincinnati now 

stands among the important manufacturing centers 
wu of the United States. It is said to be the world’s 

largest producer of soap, machine tools and playing 
cards. Its varied major industries produce laundry 
machinery, printing inks, books, automobile parts, boots 
and shoes, clothing, sheet metal products, drugs and 
medicines, pianos, airplanes and pottery. 

During the latter part of the 19th century Cincinnati 
was the largest pork packing center in the world. Its 
meat-packing industry today is large and flourishing. 
Cincinnati has the largest sporting goods manufactory 
under one roof in the world. More playing cards are 
made in the Queen City than in the rest of the world 
combined. In all, there are 2,200 industrial plants, rep- 
resenting 250 industries in this city which in May, 
1942, will be host to the NACM 47th annual Credit 
Congress. 

Cincinnati is a leading bituminous coal center, han- 
dling over 600,000 cars annually on the Cincinnati 
terminal and nearly 3,000,000 tons additional on the 
river. The river has played an important part in the 
growth of the Queen City. The coming of the steam- 
boat made this city the metropolis of the Miami coun- 
try. It gave Cincinnati the opportunity of doing busi- 
ness with the Mississippi Valley and of exporting 
products through the New Orleans gateways. 

The bulk of commerce between the North Central 
States and the South now passes through Cincinnati. 
The city is served by eight trunk line railroads repre- 
senting 20% of the railroad mileage in the United 
States. Cincinnati is the only city in the country own- 
ing an interstate railroad, the Cincinnati Southern. It 
is now under lease and is operated by the Southern 
Railway. A Municipal Airport covering 1,100 acres is 
only 15 minutes from the heart of the city and there 
are five other airports in the metropolitan area. 

Viewing industrial Cincinnati through the eyes of 
her citizens, we are well pleased and can well be proud 
of her industrial eminence. A healthy industrial life 
means employment and good wages. It makes for a 
wide-awake city, one which will grow and advance 
steadily. But there are other points to be considered 
before one can pronounce a city a good place to live in. 

An excellent municipal government, a history dating 
from pioneer days, progress built upon a steadfast foun- 
dation, large and thriving industries—all these are good. 
And now we turn from attributes to the Queen City’s 
aesthetic qualities, her cultural and social institutions 
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and to those sources from which man draws spiritual 
sustenance. 

Cincinnati has a strong and justifiable tradition of 
civic cooperation in education, culture, music, welfare 
and public service fields. The city is noted for its 
municipal university, its museums, conservatories, and 
musical organizations, for its many beautiful parks and 
fine residences, and for its splendid monuments. At a 
very early period in the history of Cincinnati, cultural 
influences manifested themselves and left an indelible 
imprint on the population. 

In music and art especially the city is recognized as 
a leader the country over. The first singing school in 
Cincinnati was established 12 years after the settlement 
came into being, when the population numbered only 
750. The first music was published in Cincinnati in 
1850. The first saengerfest of America was held here 
in 1849. It was a great event of song. This event was 
the forerunner and inspiration for the famous May 
Festivals which the Queen City holds today. The Cin- 
cinnati College of Music was founded in 1878. This— 
with the Cincinnati Conservatory of Music and the in- 
ternationally known Symphony Orchestra—has focused 
the musical attention of the nation on Cincinnati for 
more than half a century. 

In art the city is likewise prominent. The Cincinnati 


Art Museum and the Art Academy were among the © 


first founded in America. Here some of the nation’s 
greatest masters have studied and taught. A well-en- 
dowed fine arts institute upholds the tradition. Such 
well-known early American artists as Eckstein and 
Hiram Powers gave an immense impetus to art in the 
Queen City which was continued by the famous Frank 
Duveneck. The Cincinnati Art Museum owns the most 
complete and representative collection of Duveneck’s 
works in the world. Students and visitors come from 
all parts of the country to see it. 

The taste and culture of Cincinnatians is reflected in 
the monuments and statues which grace the city. Cer- 
tainly the most famous of these is the Tyler-Davidson 
Fountain familiar to anyone who has ever visited the 
Queen City. This large bronze statue stands on a plaza 
in the very heart of the city. It has given its name to 
“Fountain Square,” the very hub of Cincinnati. 

The Tyler Davidson Fountain could tell an interesting 
story, a story which begins with its genesis in the Royal 
Bavarian Bronze Foundry of Munich, passes on the 
unveiling ceremonies of 1871 in Cincinnati, and con- 
tinues through the years in which it has stood and 
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looked down upon the rapidly grow- 
ing city of its adoption. Henry Pro- 
basco presented the fountain to the 
city of Cincinnati in memory of Tyler 
Davidson, his late business partner 
and friend. He made the gift with 
the proviso that the city of Cincinnati 
would engage to give it a suitable 
setting, provide water for its opera- 
tion (including iced water for the 
drinking fountains) and _ provide 
properly for its protection and main- 
tenance. 

The fountain was designed by a 
vigorous and daring young West- 
phalian artist, August von Kerling 
by name, who pursued his art studies 
in Munich, Bavaria. It was cast in 
the Royal Foundry of Munich, where 
so many of Europe’s masterpieces of 


sculpture were converted into bronze. | 


In honor of the donor of the foun- 
tain, the name of Fifth Street be- 
tween Vine and Walnut was formally 
and legally changed to Probasco 
Place. But the public found “Foun- 
tain Square” too apt and convenient 
a term to use the longer name—and 
so it has been ever since. 

The famous parks have contributed 





much to the beauty of Cincinnati. | 
The Queen City is built on two pla- | 
teaus. Business, wholesale and man- | 
ufacturing districts have collected in | 


the lower places while fine residences 


grace the seven picturesque hills sur- | 


rounding the plateaus. Added to the 
natural scenic beauty are many parks 
and boulevards. In all there are 93 
parks covering a total of 3,162 acres. 
And there are'29 playgrounds with a 


season attendance of 2,000,000. Cin- | 


cinnati was the first American city 


to adopt so extensive a plan for the | 
building of streets, subways, bridges, | 
playgrounds and parks. Some of the | 


most famous parks: Eden (with its 
newly completed conservatory) ; 
Ault, Burnet Woods, Alms, Mt. 
Storn, Mt. Echo, Victory, Lincoln 
and Garfield. The parks are beau- 
tifully landscaped and provide com- 
manding views. Many of them con- 
tain reservoirs and lakes for boating 
and skating, and natural amphithe- 
atres where public concerts are given. 
The famous Zoological Gardens are 
owned by the city. The Cincinnati 
“Zoo” is one of the oldest, finest and 
largest in the country. 

The Queen City is proud of the 
University of Cincinnati, the largest 
municipally owned university (the 
15th university in enrollment) in the 
United States. 
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D°? YOU recognize the com- 
modity pictured in the back- 
ground? Potatoes? Eggs? Coffee? 
No—soy beans! In 1922, Soy 
Beans had a crop value in the United 
States of less than $100,000. Since 
then a ten-fold increase has taken 
place. The crop value for 1941 was 
almost $100,000,000. An amazing 


increase to fill a modern demand. 


This Same 20-Year Span Has 
Seen a Sensational Growth of 


iar Warehousing 
4y Douglas-Guardian 


: No modern development is more startling than those in credit and financing. 
Inventory now occupies an important new role. Instead of something to 
be carried, it is put to work. When Field Warehoused, by bringing 
the warehouse to it, inventory becomes gilt-edged collateral for loans. 
Needed ‘money becomes readily available and on attractive terms. 


There's a Douglas-Guardian service office near you. WRITE us today for 
complete information on Field Warehousing by Douglas-Guardian and learn 
how it can release capital from your inventory. 


WRITE FOR VALUABLE BOOKLETS 


“Financing the Modern Way’’.. New Edition 
Looked upon as the “Bible’’ on Field Warehousing by thousands of credit 
executives. New and more complete information — still pocket size. Use the 
convenient coupon. 


‘“‘How to Solve a Difficult Financial Problem’’ 
A practical example of how Field Warehousing brought a bank loan, needed 
pnt anne working capital and increased profits to a manufacturer. Yours on request. 


Douglas-Guardian *FA Warehouse Corp 


Nation-wide Field Warehousing Service 
Chicago, Ill. ee ee ar ar a ee a aoe 
Suite 1104— 100 W. Monroe St. 





Douglas-Guardian Warehouse Corp. 


New Orleans, La. Suite 1104— 100 W. Monroe St., Chicago, Ill. 
118 No. Front Street I Please send FREE and without obligation: 

Atlanta, Ge. Philadelphia, Pa. | ; ; a Se aegis wre Finenciel Problem.'” 
Cleveland, O. Portland, Ore ee Se ae ee en 
Dallas, Tex. Rochester, N.Y. Gen 
Easton, Md. Sen Frencieco, Cal. I aaa a lil ala an ag hea ke Mebnh ng ards eal ha Ate Ake ee 
Los Angeles, Cal. Springfield, Mass. I a a ee 
Memphis, Tenn. Springfield, Mo. 
New York, N.Y. Tampa, Fla. i NCS 8b dx aan sacuds to eubenuaedunraausaexeseteresbaassans 
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This institution was the originator 
of the cooperative system of educa- 
tion in the college of engineering and 
commerce. The enrollment is 13,000. 
(See the March, 1929, issue, the 
Norfolk and Western Magazine, page 
179, for a comprehensive article on 
the University of Cincinnati.) Added 
to the educational advantages of the 
city are Xavier University (see page 
82, March, 1933, issue of the Maga- 
zine), 54 elementary schools, nine 
junior high schools and seven high 
schools. The city has one central 
library and 33 branches. Cincinnati 
has five radio stations. 

And so we look at Cincinnati 
through the eyes of her citizens—and 
we find the Queen City an exceeding- 
ly good place to live in. We can 
understand the Cincinnatian’s civic 
pride, his contentment and loyalty. 
The Norfolk and Western has long 
been a “citizen” of the Queen City. 
As a citizen the railroad is interested 
in her past and present. The railroad 
is proud of Cincinnati’s accomplish- 
ments and will watch her future with 
expectation and hope. 


What About Your 


e 
Fire Insurance 
(Continued from page 18) 


on the basis of “future expectations,” 
to be proven of course, by your books 
and other supporting data. 


More Coverage—Less Cost 


NE thing more about U. & O. 

insurance. You are buying more 
coverage for your premium dollar 
today than ever before. As I men- 
tioned above, it is taking from one- 
third to two-thirds longer to rebuild 
plants and especially to replace ma- 
chinery and equipment, than in any 
period since the last war. 

Also more U. & O. insurance is 
being sold every day and the com- 
panies will sooner or later begin to 
feel the effects in increased losses 
and may find it necessary to increase 
their rates. I very readily and firmly 
recommend you giving serious con- 
sideration to the purchase of U. & O. 
insurance if you have none. If you 
already have some, check up as to the 
kind you have and the amount you 
need. Take up the subject with your 
agent if you have a good one. If he 
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is not good, get a good one, as insur- 
ance is important. 

Just one more point. Have all your 
policies include comprehensive cover- 
age—come as nearly as possible be- 
ing covered on every probable haz- 
ard. Insurance is cheaper today than 
ever before in the history of the 
business. A good agent will not stop 
until he has your rate as low as is 
possible for him to get it. 

Select your agent and insurance 
company with care that you may 
have good coverage and insure fully 
that you may have security and peace 
of mind. 


Rochester Issues 
Membership Roster 


Rochester: The Rochester Association of 
Credit Men has just issued a new official 
membership roster. A new feature of the 
roster this year is a write-up of the pur- 
poses and program of the Association. 
Jack D. Cogswell, Secretary of the 
Rochester Association, in his letter dis- 
tributing the new roster booklet, pointed 
out to his members, “Your Association was 
organized in 1896 and is starting its forty- 
sixth year of service. Use the roster when 
consulting other business houses and be 
proud of your membership in the Asso- 
ciation. Also, bear in mind that the mem- 
ber who participates actively in the Asso- 
ciation is the one who gets the maximum 
benefit from his membership.” 


Hower Clinic at Pittsburgh 


Pittsburgh: The Credit Education Com- 
mittee has arranged for a Letter Writing 
Clinic starting on January 12, to be con- 
ducted by Miss Aline E. Hower. This 
clinic is to be open to all employees of 
member organizations and those who might 
be interested in better business corre- 
spondence. 


Charles Colton at Rochester 


Rochester: Charles A. Colton, a former 
President of the Boston Association of 
Credit Men and a former member of the 
National Board of Directors of N. A. 
C. M., is assisting the new Professional 
Claims Division of the Service Corpora- 
tion of the Rochester Association of Credit 
Men. 
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Ask Defense Data 
In Agency Reports 


Chicago—Believing that credit execu- 
tives should have definite information for 
their guidance in dealing with companies 
affected by priorities and the allocation of 
materials, due to the defense program, (as 
ordered by the Supplies, Priorities & Allo- 
cations Board), the Mercantile Agency 
Committee of the Chicago Association of 
Credit Men, at a recent meeting, adopted 
resolutions to this end. The resolutions 
were presented to the board of directors 
of the association and unanimously ap- 
proved. They were then forwarded to the 
National Association of Credit Men in 
New York, with the request that they be 
referred to the executives of the mercan- 
tile agency reporting companies. 

The mercantile agency reporting com- 
panies are requested to include in their 
reports the percentage of manufacturing 
devoted to the production of goods dis- 
tributed through the usual commercial out- 
lets and also to report the effect of short- 
ages of critical materials upon production 
for civilian usage. 


ANALYSIS OF THE UNIFORM 
TRUST RECEIPTS ACT. By 
Christian Djorup. Published by 
Argus Graphic Arts Service, 30 
Ferry St., New York City. Price, 
$5.00. 

The Trust Receipt procedure. is 
particularly adapted to the special 
problems of defense production 
finance. How transactions under the 
law can be used for producers under 
the defense program, and what addi- 
tional steps have to be taken in states 
which have not adopted the Uniform 
Trust Receipts Act are specially cov- 
ered in this new book. A preface 
for its publication has been supplied 
by Professor Karl N. Llewellyn, 
draftsman of the basic Uniform Trust 
Receipts Act which is the highest 
commendation of the quality of the 
study made. 


Position Wanted 





ASSISTANT TO OVERBURDENED 
CREDIT MANAGER—If you can utilize a cap- 
able, detail-devouring, quick-learning, money-sav- 
ing young man who has practiced law for eight 
years (attorney); collected 98% of claims past 
collection by credit manager; studied accounting, 
statistics and taxation, write to Lester D. Rand, 
850 East 17th Street, Brooklyn, N. Y. 


ASSISTANT: To busy executive in food line, 
handle credits and collections; experience in for- 
eign, domestic, apply remittances, figure discounts, 
balance accounts, know trucking, railroad, steam- 
ship angles and letters of credit. Citizen. Age 
46. Box B-1, Credit and Financial Management. 


CREDIT MAN with sixteen years experience in 
wholesale food products desires change. Age 4). 
Married. Presently employed with National con- 
cern. Address Box B-2, Credit and Financial 
Management, 
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R. W. Watson Is 


Retired on Pension 
By Los Angeles Bank 


Los Angeles: R. W. Watson, National 
Vice President of N.A.C.M., representing 
the Western District, on January Ist, re- 
tired as Vice President, Bank of America 
National Trust and Savings Association, 
Los Angeles. The retirement became ef- 
fective as Mr. Watson had reached the 
age when all employees of the bank are 
required on pension. 

Mr. Watson began his business career 
in Los Angeles in 1893. In 1920 he went 
with the Hellman Commercial Trust and 
Savings Bank. Through a series of merg- 
ers between the Hellman Bank and others, 
which finally merged with the Bank of 
America, Mr. Watson retained his posi- 
tion as Vice President in charge of the 
Credit Department in the Southern Cali- 
fornia area. He was one of the organiz- 
ers of the Los Angeles Bank Credit Men’s 
Association in 1923 and was also a charter 
member of a Southern California Chapter 
of Robert Morris Associates. He had been 
a member of the Los Angeles Credit Men’s 
Association for twenty-two years. In 1938 
he was elected National Director of 
N.A.C.M., and in 1941 was elevated to the 
Vice Presidency. 

Mr. Watson has been elected life mem- 
ber of the Los Angeles Credit Men’s As- 
sociation, and, although retired from active 
business, will continue his interest in Credit 
Association activities. He expects to be 
present at the Cincinnati Credit Congress. 


ls Named Director 


Chicago: Elmer T. Larson, Assistant 
Treasurer and Credit Manager of the W. 
D. Allen Manufacturing Company, has 
been named a Director of his firm, which 
is one of the oldest mill and factory sup- 
ply establishments in the Chicago area. 

Mr. Larson is Chairman of the Chicago 
Fraud Prevention Committee and has been 
active for years in local Association cir- 
cles and a regular attendant at National 
Conventions. 


Dreutzer Recuperating 
Cincinnati: 


National Director O. E. 


Dreutzer is recuperating at home after a 
severe operation on December 28th. Mr. 
Dreutzer is well on the road to recovery 
and hopes to return to business shortly. 
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ATth Credit Congress 
Takes Definite Form 





R. W. Watson, Los Angeles 


War Insurance 
Does Not Cover 
Account Books 


The Federal Loan Administrator an- 
nounced, December 13, 1941, that with the 
approval of the President, the Reconstruc- 
tion Finance Corporation has created the 
War Insurance Corporation, with a capital 
of $100,000,000, to provide reasonable pro- 
tection against losses resulting from enemy 
attacks which may be sustained by owners 
of property in Continental United States 
through damage to, or destruction of, 
buildings and personal property. 

Pending completion of details, any such 
losses will be protected from December 13, 
1941, up to a total of $100,000,000. 

Accounts, bills, currency, debts, evidences 
of debt, money, notes, securities, paintings 
and other objects of art are not covered. 

It is expected that a premium may be 
charged for coverage of losses in excess of 
some stated amount. 

For further developments in this matter, 
consult the Washington office of the Asso- 
ciation. 815 15 St. N.W., Washington, 
D.C. 






Cincinnati Has 
Many Committees 


In Active Work 


By FREDERICK H. SCHROP 
Convention Director 


The beginning of things is always in- 
teresting. The beginning of a Na- 

tional Convention undertaking takes 
* its place among interesting things. 

Our first attention with such a project 
includes, the formation of committees, later 
to be coordinated and meshed into a 
smooth running organization having the 
appearance and producing the results of a 
veteran unit. As many committee mem- 
bers are experiencing the operation of a 
National Convention for the first time, 
long range planning and infinite care of 
both small and large matters, is required. 

The first step is the appointment of a 
general Convention Chairman—for from 
the very beginning, everything revolves 
around him. As previously announced, for 
this important post, a former National 
President has been selected—Mr. George 
J. Gruen, chairman of the Board of the 
Gruen Watch Co., Cincinnati. 

The next step following the selection of 
Mr. Gruen was necessary consideration of 
the sequence of events to follow. Local 
leaders headed by National Director Rus- 
sell Duepree, President William A. Kro- 
ger, Secretary Harry Voss and Officers 
and Directors of the Cincinnati Association 
met as far back as July, 1941 and began 
their study of the plans in consultation 
with Executive Manager Henry Heimann 
and the Convention Director. 

The announcement of the committee per- 
sonnel is important in that it presents the 
organization as a working force and finds 
a place of activity for each and every 
member. 

For weeks in advance of our 47th An- 
nual Credit Congress, these committees 
will be meeting, working and planning at 
evening meetings and noon meetings to 
make this event in Cincinnati from May 10 
to May 14, 1942, one of the outstanding 
Conventions in National Association his- 
tory. 

This is the basis for the prediction that 
(Continued on page 36) 
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News from Local 
Associations 





Louisville: Herman M. Kessler, Assist- 
ant Secretary and Estates Manager of the 
Louisville Credit Men’s Association, has 
severed his connection with the organiza- 
tion after seventeen years of service. 
Kessler has accepted the Presidency of 
the Standard Printing Company, Louis- 
ville, one of the largest in the local in- 
dustry, which he recently helped reorgan- 
ize under Chapter X of the Chandler Act, 
serving as Secretary to the Creditors’ 
Committee. His resignation is a distinct 
loss, but the Association officials felt they 
could not stand in the way of the splendid 
opportunity afforded by his new connec- 
tion. The best wishes of Kessler’s many 
friends go with him in his new work. 


Albany: The Board of Directors of the 
Eastern New York Association of Credit 
Men at its January 12th meeting voted to 
buy one $100 Series F Defense Bond. It 
is hoped that this will be the first of a 
series of purchases of Defense Bonds by 
the Association as funds are available. 


New York: The 47th annual meeting and 
banquet of the New York Credit Men’s 
Association will be held in the Grand Ball- 
room of the Hotel Waldorf-Astoria on 
Tuesday, February 3rd. Dr. Paul F. Cad- 
man and Clayton Rand, Editor, The Dixie 
Press, of Gulfport, Miss., will be the prin- 
cipal speakers. Both Dr. Cadman and 
Clayton Rand will be remembered as 
speakers at National Conventions of 
N.A.C.M. Dr. Cadman is now associated 
with the American Bankers’ Association 
in the Economic Research Department. 


Syracuse: The annual dinner dance and 
ladies night of the Syracuse Association 
of Credit Men was held at the Onondaga 
Hotel on January 10th. The entertainment 
was under the direction of Fred Weymer 
as chairman of the program committee, 
which turned out to be one of the most 
successful affairs held by the local organi- 
zation. 


Seattle: The annual guest night of the 
Seattle Association of Credit Men held 
at the New Washington Hotel, on Mon- 
day evening, January 19th, drew a large 
attendance. The membership committee, 
of the Seattle Association, is offering to 
pay the Conference registration fee of $6.00 
for the 25th Annual Northwest Confer- 
ence of Credit Managers to be held in 
March in Tacoma, Washington, four points 
being given for each new member signed 
for the Association. 


Hartford: On January 27th the Hartford 
Association of Credit Men was host to a 
joint meeting of Connecticut Associations, 
including Bridgeport, New Haven and 
Waterbury, at a dinner meeting at the 
University Club. Earle L. Milliken, State 
Director of the Division of Contract Dis- 
tribution, O.P.M., spoke on “Priorities and 
How They Affect Defense Orders.” 
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Credit Career 


Ethel Norvell Leonard, Credit Manager 
of the Columbia Brewing Company, St. 
Louis, is, as far as we know, the only 
woman credit manager for a brewing com- 
pany. 

Mrs. Leonard started out to be a school 
teacher. She received an appointment to a 
school in Illinois 
and then got a job 
in the credit de- 
partment of Shu- 


Stiles, Inc., until 
her new _ school 
term began. Her 


work in the credit 
department became 
so interesting to 
her that she gave 
up the _ teaching 
profession and car- 
ried on the credit 
work, going on to 
the Brown Shoe Company, where she han- 
dled collection correspondence and bank- 
ruptcy cases. In 1934, when the Columbia 
Brewing Company was organized, she was 
engaged in the credit department. 

Mrs. Leonard is the president of the 
Credit Women’s Group of the St. Louis 
Association this year. She has been a 
member of the St. Louis Association for a 
number of years, where she took an active 
part in the shoe and clothing group. She 
served on the Fraud Prevention Commit- 
tee during the drive for funds and is now 
one of the active members of the Brewers 
Group of the St. Louis Association. 


Our Distaff Side 





A recent check-up of the Credit Women’s 
Clubs shows that 18 clubs are now spon- 
soring a total of 23 scholarships. The cit- 
ies in which these clubs are located are as 
follows: 


Binghamton New York 
Chicago Phoenix 
Cleveland Pittsburgh 
Detroit (2) Portland 

El Paso Rochester (2) 
Louisville (4) San Francisco 
Minneapolis Seattle 
Newark Syracuse 
New Orleans Utica 


The scholarship award made each year 
at the annual convention at the Credit 
Women’s Breakfast will be made to the 
club promoting the best work in education. 





Rochester: The Women’s Group of the 
Rochester Association of Credit Men held 
its annual charity bridge party at Hotel 
Seneca on Monday, January 26th. The 
party arrangements were under the direc- 
tion of Annie Currie as General Chairman. 

Louisville: The Credit Women’s Group 
of the Louisville Association has awarded 
scholarships for 1941-42 season as follows: 
Miss Evelyn A. Hilliard, Merrimac Bat- 

(Continued on page 38) 
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National Institute 
Activities 





Portland—In its second year the local 
NIC Chapter has recorded a total enroll- 
ment of 65 in the various courses despite 
the loss of many actual and prospective 
students because of the national emergency. 
Chapter membership numbers 45, over 20 
being registered with the National Insti- 
tute of Credit. Thus far the local students 
have received 22 Associate and 13 Fellow 
awards. 


Besides its regular classes, the Chapter 
scheduled 4 meetings during the year 
starting the Fall semester with a dinner 
meeting in November at which J. Lowell 
Henderson of Vancouver, Wash., present- 
ed a demonstration of memory training. 
At the second meeting of the year, N. R. 
Alber, former legislator and member of 
the legal staff of the Portland ACM, lec 
tured on the State Legislature’s work. 


Louisville—The local Chapter NIC has 
announced a class in Practical Credit 
Problems, in cooperation with the Univer- 
sity of Louisville, which will begin Feb- 
ruary 5, and continue weekly each Thurs- 
day until May 21. J. K. Scoggan will he 
the instructor. On January 13 the Chap- 
ter meeting heard Wallace -M. Davis, 
Vice Pres., Citizens Union Nat'l Bank, 
discuss “The Banker Analyzes the Finan- 
cial Statement.” 


Albany—Members of the Albany Chap- 
ter NIC were interested in the recent an- 
nouncement that Dr. Thomas Kinsella of 
State College for Teachers has been ap- 
pointed senior business economist in the 
Washington office of the O.P.M. He will 
be active in price fixing matters in the 
machinery division. Dr. Kinsella conduct- 
ed several classes for the Albany Chapter 
NIC in recent years. 


Chicago—The local NIC Chapter has 
developed plans which will devote the rest 
of the semester to the exposition and an- 
alysis of developments at a typical credit- 
ors’ meeting. This new program began at 
the Dec. 10 meeting at which the use of 
Credit Interchange reports by the credit 
manager was explained by I. R. Wagar 
of E. J. Brach & Co., followed by an an- 
alysis of the Credit Interchange report by 
W. L. Haney, Manager of the Chicago 
ACM Credit Interchange Bureau. An- 
other speaker was H. J. Kroll of Dun & 
Bradstreet. 


The meeting was then turned into an 
open discussion, centering around the prob- 
lems of a hypothetical firm which had 
asked its creditors to work out a plan of 
reorganization, necessitated by the impo- 
sition of priorities. Each one present at 
the meeting was theoretically involved as 
a creditor and at the forthcoming Feb. 
meeting these “creditors” will be expected 
to appear to protect the interests of their 
respective firms. Subsequent meetings will 
continue’ the analysis of this special situa- 
tion. 
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Board of Directors of National Association 


>| Credit Interchange 


-_ E, the members of the Board of Directors of the National Association of Credit Men, declare 
+ & that the interchange of ledger experience among credit executives is a logical function of 
. £ a cooperative, non-profit organization. 


WE RECORD further our firm belief that the Credit Interchange system of the NACM is the logical 


answer to the credit executives’ need for a sound method of ledger experience interchange. 


REALIZING that such interchange of credit information must be based on that high confidence 
s — which the NACM has fostered among credit executives in this nation, we call for the enlistment of 
- [~~ each NACM member firm in the furtherance of our cooperative aim to provide a complete coverage. 


WE STATE that, without doubt, accomplishment of this objective will save American business millions 
of dollars, both in avoidable bad debt losses and in increased efficiency of credit department operations. 


a WE REAFFIRM the declaration of the founders of the NACM, who incorporated in its Constitution, 
, as one of its primary objectives, ‘the improvement of methods and principles for the interchange of 
credit information.’’ The commendable results that have already been achieved in the domestic and 
in the foreign fields have vindicated their foresight. 


- | THEREFORE we urge every member firm of the NACM to emulate the example of the 7,000 credit 
i — executives who today are cooperating in the Association's Credit Interchange system. We urge 
e every member firm to protect itself from the losses that develop when credit management must make 
decisions based on either incorrect or incomplete information. 


CONVINCED that the judgment and fruitful experience of 7,000 credit executives is proof of 
S the value received from Credit Interchange service, we ask that each credit executive pledge his 
: full cooperation, file his customers lists, answer inquiries promptly, and take all the necessary other steps 
- to make the service even more efficient and more highly profitable to its users. 


: TO MEET THE URGENCY of the situation that today faces business, we recommend to each local 
. association, its officers and directors that they implement this declaration by continuing consideration 
‘ of the means of improving even further this vital ledger experience interchange service for credit men. 


- POOR INFORMATION, not poor judgment, we — the National Board of Directors — emphasize, 


is the cause of most credit losses. 


“ THE NACM CREDIT INTERCHANGE SYSTEM has one aim: Through creditor cooperation, the 


improvement of the quality of credit information and the consequent reduction in credit losses. 


Beard of Directors, 


, National Association of Credit Men 
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Cincinnati Has 
Many Committees 


In Active Work 
(Continued from page 33) 


the coming event will be exceptionally at- 
tractive as to efficiency of operation, edu- 
cational, business helpfulness and inspira 
tional values and coming at a time when 
all these factors are needed by every credit 
manager in the successful handling of daily 
work and credit and financial duties. 

Those named and their firm connections 
are shown in the following list. 


Cincinnati Committees 


Executive Committee: Geo. J. Gruen, 
Chairman, Gruen Watch Co.; Wm. A. 
Kroger, Co-Chairman, Storrs Schaefer 
Co.; Russell Deupree, Co-Chairman, Proc- 
ter & Gamble Co.; F. E. Bourbonnais, E. 
A. Kinsey Co.; E. C. Brunst, Gruen 
Watch Co.; Sterling B. Cramer, Fifth 
Third Union Trust Co.; A. A. Dorst, The 
Dorst Co.; O. E. Dreutzer, Alms & Doepke 
Co.; C. W. Dupuis, Central Trust Co.; 
W. A. Earls, Earls-Blain Co.; J. G. Gut- 
ting, Second National Bank; K. H. Jones, 
The Drackett Co.; R. M. Lambert, H. 
Blacker Prtg. Ink; O. S. Larkby, Edwards 
Mfg. Co.; A. L. Moler, Fifth Third 
Union Trust Co.; J. A. Nickerson, Jos. T. 
Ryerson & Son; J. L. Schoenenberger, 
Beau Brummell Ties, Inc.; Joseph Stevens, 
Goodall Co.; A. T. Woodward, United 
States Shoe Co. 


Credit Congress Committee: Car] A. Arm- 
strong, Chm., Drackett Products Co.; Edw. 
C. Bruck, Globe Tlg. Co.; R. W. Conway, 
Crosley Dist. Co.; G. W. Heiges, McKes- 
son & Robbins; R. G. Holste, Co-Chm., 
Central Trust Co.; E. R. Knauft, F. D. 
Lawrence Elec. Co.; J. D. Satterfield, 
Jones & Laughlin Steel Co.; J. T. Storey, 
M. Werk Co.; O. F. Stuempel, Pittsburgh 
Plate Glass Co.; Herb Willman, Associ- 
ated Paint Stores, Inc.; Otto Burger, 
Kruse Hdwe.; G. B. Ripley, Amer. Ldry. 
Mchy. 


Credit Women’s Committee: Edna Wilks, 
Chm., Grace A. Rush, Inc.; Emma Kiefel, 
Co-Chm., Globe Wernicke, Inc.; Lillie 
Brownbeck, Emily Clarke, F. H. Lawson 
Co.; Alice Francis, Andrew Jergens Co.; 
Marie Kroger, DuBois Soap Co.; Lazetta 
Mead, United States Shoe Co.; M. A. 
Wise, Seybold Paper Co.; Teresa Witte- 
kind, Marietta Chair Co. 


Entertainment Committee: O. E. Dreutzer, 
Chm., Alms & Doepke Co.; W. G. Drex- 
elius, Geo. H. Nowland Co.; W. O. Cross- 
white, Southwestern Publishing Co.; C. M. 
Grimm, Pollak Steel Co.; Geo. Gustin, 
Cabin Creek Cons]. Sales; J. J. Hope, Jr., 
Crosley Corp.; Dorothy Lepof, Geo. Ast 
Candy Co.; A. L. Moler, Fifth Third 
Union Trust Co.; H. J. Moorman, Valvo- 
line Oil; E. J. Schell, Carthage Mills; G. 
C. Stewart, Krippendorf Dittman Co.; Ir- 
win Stumborg, Baldwin Piano Co.; Edna 
Landin, Edna Wilks, Grace A. Rush, Inc.; 
Emma Kiefel, Globe Wernicke Co. 


Hostess Committee: Mrs. Russell Deu- 
pree, Chm.; Mrs. O. E. Dreutzer; Mrs. 
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Geo. J. Gruen, Co-Chm.; Mrs. Ralph Roth- 
haas; Mrs. H. W. Voss, Co-Chm.; Mrs. 
Wm. A. Kroger; Mrs. K. H. Jones, Mrs. 
A. L. Moler; Mrs. S. B. Cramer; Mrs. H. 
A. Nieman; Mrs. Chas. Cronin; Mrs. Edw. 
Horwitz; Mrs. J. J. Hope, Jr.; Mrs. J. L. 
Schoenenberger; Mrs. Oliver Larkby; 
Mrs. G. B. Ripley; Mrs. J. A. Nickerson; 
Mrs. E. C. Brunst; Mrs. L. J. Bradford; 
Mrs. J. G. Gutting; Mrs. Edw. Fehring; 
Mrs. C. W. Barr; Mrs. W. A. Earls; Mrs. 
C. C. Miller; Mrs. B. I. Twiggs; Mrs. 
Fred Wrassmann; Mrs. R. M. Lambert; 
Mrs. C. F. Klensch. 


Hotel and Reservation Committee: C. C. 
Miller, Chm., Hotel Gibson; Chas. J. Cro- 
nin, Co-Chm., Netherland Plaza; F. H. 
Brockett, Dun & Bradstreet, Inc.; C. A. 
Buse, Tool Steel Gear & Pinion Co.; Robt. 
A. Craig, United Colleries, Inc.; J. E. 
Cramer, Kemper Thomas; M. J. Deinin- 
ger, Fountain Square Hotel; A. G. Glo- 
rius, K. D. Lamp Co.; Harold Hall, Cinti. 
Metalcrafts, Inc.; Marie Klingler, Kemper 
Lane Apt. Hotel; Clay A. Rambeau, Alms 
Hotel; F. H. Rolfes, Cincinnati Club, Inc. ; 
Fred Short, Alms & Doepke Co. 


Information Committee: Edw. S. Horwitz, 
Chm., Charles Meis Shoe Co.; Leonard 
J. Gruber, Co-Chm., Central Carbon Co.; 
Elsie Kuhl, Co-Chm., Kolbe Paint Co.; E. 
L. Compton, Compton Knodel Dist. Co.; 
Roy Cosbey, Wadsworth Elec. Mfg.; Vio- 
let Crail, Standard Oil Co.; Sterling B. 
Cramer, Fifth Third Union Trust; Edw. 
L. Fehring, Ohio Pattern Works & Fadry.; 
C. N. Fey, Eagle Picher Lead Co.; A. W. 
Goering, Ideal Packing Co.; G. K. Haerr, 
Western Bank & Trust Co.; Edw. A. Kes- 
sing, Chas. B. Kessing & Sons; J. B. Kip- 
penbrock, Roeper Hanson & Newman Co.; 
C. H. Klock, Chatfield Paper; J. L. 
Klumpe, Fairbanks Morse & Co.; Ada 
Klein, Jos. T. Ryerson & Son; Wm. A. 
Koegel, Sport Products, Inc.; W. H. 
Kruse, Formica Insulation Co.; E. H. Mal- 
den, Davis Welding & Mfg.; Julian S. 
Marks, L. V. Marks & Sons; Geo. Martin, 
Central Carton; E. I. McArthur, Ernst & 
Ernst; Frank Merizon, Nash Kelvinator 
Sales; Jacob F. Metzger, Crane Co.; J. B. 
Meyer, Littleford Bros.; J. F. Partl, Atlas 
National Bank; Wm. Pfeiffer, Netherland 
Plaza; W. F. Roemler, Diem & Wing Pa- 


per Co.; Theo. Safford, A. W. Shell & 


Co.; Geo. Schmidlin, Doermann Roehrer 
Co.; H. W. Schroeder, Henry Straus Co.; 
L. J. Simon, Cinti. Tlg. Co.; Henry O. 
Sonneman, Meier’s Wine Cellars, Inc.; W. 
G. Springmyer, Second Nat’l Bank, West- 
wood Branch; L. C. Stephenson, U. S. 
Playing Card Co.; F. Uhrig, Ohio Dress 
& Coat Co.: Mahel Vincent, H. Zussman 
& Son; D. F. Walker, Hilton Davis Chem. 
Co. 


Program and Speakers Committee: O. S. 
Larkby, Chm., Edwards Mfg. Co.; F. E. 
Bourbonnais, E. A. Kinsey Co.; A. T. 
Woodward, United States Shoe Corp.; 
Russell Deupree, Procter & Gamble; C. W. 
Dupuis, Central Trust Co.; E. W. Ed- 
wards, Edwards Mfg. Co.; Thos. J. Davis, 
First National Bank, Cinti.; Leslie Gard- 
ner, Procter & Gamble; J. G. Gutting, Sec- 
ond National Bank; K. H. Jones, Drackett 
Co.; R. M. Lambert, H. Blacker Prtg. 
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Ink; R. W. Rothhaas, Andrew Jergens Co. 


Publicity Committee: H. A. Nieman, Chm., 
Arrow Press; A. Imsande, Co-Chm., Cin- 
cinnati Enquirer; J. J. Hope, Jr., Co-Chm., 
Crosley Corp.; Lee Allen, Gruen Watch 
Co.; Philip Diehl, Cinti. Times Star; Robt. 
B. Hyde, Cinti. Post; Paul C. Rodgers, Co- 
operative Displays, Inc.; Robt. J. Rohde, 
Cinti. Advertising Prod.; Theron Usher, 
Coca Cola Bottling Wks.; L. B. Wilson, 
Radio Station WCKY. 


Reception Committee: Jos. L. Schoenen- 
berger, Chm., Beau Brummell Ties, Inc. ; 
Wm. Beiser, Co-Chm., Western Bank & 
Trust Co.; Alfred M. May, Co-Chm., Al- 
fred M. May Co.; F. R. Adams, S. P. 
Nelson & Sons, Inc.; C. A. Aplin, Stewart 
Iron Works Co.; Edw. Aufdemkampe, 
Aufdemkampe Hdwe. Co.; A. C. Avril, 
Sackrete, Inc.; E. W. Backus, Lackner 
Co.; Louis B. Ballarini, D. T. Williams 
Valve Co.; W. J. Bender, Frank F. Tay- 
lor Co.; H. G. Berding, King Powder Co.: 
C. A. Boehm, Perry & Derrick Co.; J. H. 
Bredwell, Lockwood Mfg. Co.; H. Wm. 
Brockmann, Columbia Bank & Savings 
Co.; E. C. Brunst, Gruen Watch Co.; 
Thos. T. Bryant, Walter P. Dolle & Co.; 
L. C. Bucher, Lincoln National Bank; A. 
J. Budke, P. Sullivan Shoe Co.; Otto 
Burger, R. J. Patton Co.; W. E. Butler. 
Queen City Supply Co.; A. L. Buzek, Na- 
tional Marking Mach. Co.; W. D. Byland. 
U. S. Fidelity & Guaranty; R. D. David. 
Chas. W. Breneman Co.; John P. DeCamp. 
John P. DeCamp Co.; Fred J. Dixon, 
Gruen Watch Co.; Jas. M. Dolbey, The 
Dolbey Co.; H. A. Dunne, Ault & Wiborg 
Corp.; Frank Duttenhofer, Cinti. Gasket & 
Pkg. Co.; Chas. Ehlen, Jr., Gibson Art 
Co.; W. H. Evans, Standard Paper Co.; 
F. H. Fagedes, Rauh Co.; R. R. Fey, 
Chemical Prod. Corp.; W. M. Fry, Fry 
Bros. Co.; Thos. M. Geoghegan, Perkins 
& Geoghegan, Inc.; Morton J. Heldman, 
Peoples Bank & Svgs. Co.; Wm. H. Hey, 
Provident Bank; E. W. Hillman, Federal 
Glass Co.; Martin Hinterlong, City Ice & 
Fuel; E. J. Hoffmann, Fas Foto Finish- 
ing Serv. Co.; H. E. Hoskins, American 
Products Co.; J. Jackman, Richardson Co. ; 
A. W. Jacob, Cinti. Elec. Tool; Fred F. 
Jung, Cinti. Economy Drug; R. L. Jung, 
Geo. H. Jung Co.; Carl Kleve, Carl Kleve 
& Co.; F. A. Koch, Philip Carey Co.; E. 
T. Korgen, Reliable Pattern & Castings; 
C. J. Kraus, Aluminum Industries, Inc. ; 
B. J. Lazar, Federal Reserve Bank; O. 
Leipold, Roeper Hanson Newman Co.; 
Jos. Lipp, Lipp Pants Co.; Ed J. McCar- 
thy, Ed. A. McCarthy & Son; R. A. Mc 
Evilley, First National Bank, Norwood; J. 
R. McMahill, General Elec. Sup. Corp.; W. 
D. Meader, Schaefer Tlg. Co.; S. C. Mein- 
inger, Ault & Wiborg Carbon & Ribbon 
Corp.; Paul E. Mertz, Williamson Heater 
Co.; L. S. Meyer, L. S. Meyer & Co.; F. 
L. Michaels, Michaels Art Bronze Co.; K. 
L. Miller, Mechanical Supplies ; E. C. Rabe, 
Credit Clearing House; James Robertson, 
Burroughs Adding Machine Co.; Jack 
Rodner, Silverstein & Sons; E. A. Rus 
sell, Thomas E. Hanlon; M. E. Samuels, 
Samuels Printing Co.; C. D. Saunders, 
Dun & Bradstreet, Inc.; Dave Scheiking, 
Gilsey Garment Co.; E. A. Schmidt, Amer- 
ican Oak Leather Co.; S. J. Schultz, Nu 
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Tone Chimes, Inc.; J. F. Schweer, Cinti. 
Fire Underwriters ; F. B. Shartle, Schuster 
Elec. Co.; C. L. Smith, Raymond City 
Coal; E. C. Smith, Kraft Cheese Co.; H. 
C. Steward, Whitaker Paper Co.; R. D. 
Stockwell, Strietmann Biscuit Co.; Wm. 
F. Stoecklin, J. Chas. McCullough Seed; 
A. M. Sutherland, Mill Mutuals; E. A. 
Vosmer, Jr., Post Glover Elec. Co.; R. L. 
Wagner, Frank Tea & Spice Co.; Arthur 
G. Walsh, Adam F. Meyer Coal; Fred H. 
Wrassmann, R. L. Hill Co.; C. F. Wulff, 
Kirk & Blum Mfg. Co. 


Registration Committee: R. W. Nelson, 
Chm., First National Bank; Jos. Stevens, 
Co-Chm., Goodall Co.¢ Edw. Heine, Co- 
Chm., H. A. Seinsheimer Co.; Chas. W. 
Heitman, Co-Chm., Foy Paint Co.; C. W. 
Barr, U. S. Prtg. & Lith.; R. R. Bauer, 


Tri State Butter; W. A. Bergman, Mari- | 


etta Chair Co.; E. R. Bohart, E. Kahn 


Sons Co.; Henry Bopp, United Knitwear, | 


Inc.; T. E. Braun, Specialty Envelope 


Co.; W. J. Braun, Westinghouse Elec. ; 


Harry E. Brinkman, Foto-Lith, Inc.; R. 
O. Brosius, Gardner Richardson Co.; H. 
L. Brown, Hisey Wolf Co.; W. H. Brune. 
National Lead Co.; Jos. Burger, R. J. 
Patton Co.; Jos. S. Byrne, R. B. Mfg. Co.: 
Fred C. Dennis, Lybrand, Ross Bros. & 
Montgomery; L. R. Dieckhaus, Greiwe, 
Inc.; Clyde A. Doerr, Lunkenheimer Co. : 
LC. Eiman; 1. C. Elman Co.:A..G.. Faull, 
Graybar Elec. Co.; J. J. Fischer, M. R. 
Sanders & Sons, Inc.; Paul R. Foote, 
Standard Fruit Prod. Co.; W. J. 
hardt, M. B. Farrin Lbr. Co.; L. C. Gra- 
ham, Thomas E. Wood; T. L. Gunckel, 


Lippincott Co.; Frank Haeckl, Bruckmann | 
Brewing Co.; H. G. Helfrey, Drackett | 


Co.; A. C. Hessler, Neare Gibbs & Co.; 
John W. Hueber, C. P. A.; Jos. B. Hughes, 
Gibson & Perin Co.; C. C. Isekeit, Lun- 
kenheimer Co.; Claude W. Johnson, John- 
son Elec. Sup.; V. M. Johnston, Hickman 
Williams & Co.; W. B. Johnston, P. R. 
Mitchell Co.; David H. Kammer, John F. 
Stegner; F. E. Kebler, Globe Wernicke; 
A. A. Keller, Primfit Textile Co.; Chas. 
F. Klensch, First National Bank; Her- 
bert F. Koch, Guardian Bank & Savings; 
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New System Speeds Up 
Credit Routine 

(Continued from page 7) 
a past due account and submits an 
order at the same time, the order can- 
not be shipped until the post-dated 
check is deposited. This policy, we 
find has cut down considerably the 
issuing of post-dated checks. 

Back to our system again, four 
units consisting of eight desks, hous- 
ing approximately 20,000 accounts 
are operated by four unit clerks. The 
system occupies just a small corner 


of our office. We are not any longer 
troubled with taking ledgers in and 
out of vaults or cabinets as the unit 
desks have full, rated, fire protection 
24 hours a day. The question has 
also been asked if the installation of 
this new system was difficult or ex- 
pensive. We experienced no unusual 
difficulties. The transfer from the old 
system to the new did not delay our 
work considerably, and the transition 
from the old system to the new was 
made with a minimum of difficulty 
and confusion. 


THE RIGHT TO 
FEEL SECURE 
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Clifford McGilliard, Emery Industries, has 2 part to play. Our P 
Inc.; J. B. Monnig, Fischer Spec. Mfg.; 
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Robert L. Moore, Queen City Paper Co.; 
Henry A. Newman, French Bauer, Inc.; 
J. A. Nickerson, Jos. T. Ryerson & Son; 
C. W. Olhoff, Adler Co.; C. E. Osborne, 
Consolidation Coal; Hyman Phillips, Phil- 
lips Pump & Tank; E. H. Pierce, W. Va. 
Coal & Coke; Richard Pochat, Dayton 
Rubber Mfg. Co.; Geo. M. Pogue, Sher- 
win Williams Co.; S. R. Pritchard, Re- 
frigeration Discount Corp.; Wm. H. Re- 
gus, Stearns & Foster; A. Stanley Rhine, 
Temple Bar Bldg. Co.; Paul F. Smalley, 
Andrews Steel Co.; L. E. Smith, Standard 
Brands, Inc.; R. J. Steiner, Cinti. Planer 
Co.; Elmer W. Stricker, Ph. Morton Co.; 
E. W. Swanson, Firestone Tire & Rubber; 
B. I. Twiggs, John Van Range Co.; Robt. 
Vosmer, Jr., Sabin Robbins Paper Co.; 
A. F. Winstel, Saeger Winstel Co.; Theo. 
Zeller, Norwood Sash & Door. 


Transportation Committee: G. B. Ripley, 
American Ldry. Mchy. Co.; Jos. Hayden, 
Williams & Co. 
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Commercial Credit 
Analysis 


(Continued from page 14) 


known and considered, the additional 
trouble required to determine total 
footings on each basis should not be 
prohibitive to the use of this refined 
procedure. 

The second objection to the use of 
the rule can be overcome by defin- 
ing cost for valuation purposes as 
either actual cost or last inventory 
value where goods are held for two 
or more periods. 


The Retail Method of Inventory 
Valuation 


MONG ss retail establishments, 

especially the larger department 
stores, there has developed a special 
method of valuing inventories which 
is now quite common and which has 
received the official sanction of the 
National Retail Dry Goods Asso- 
ciation and the Bureau of Internal 
Revenue. It takes advantage of the 
fact that retail merchandise is gen- 
erally marked, item by item, with 
selling prices rather than costs and 
enables closing inventories to be 
taken at selling prices and then re- 
duced to approximate cost by deduct- 
ing a proportion equal to the cus- 
tomary excess of selling price over 
cost after allowing for all special 
mark-ups and mark-downs. It is 
also possible to calculate the estimated 
value of closing inventories without 
physical count by deducting the 
amount of sales at retail value from 
the total retail value of the merchan- 
dise available for sale during the 
year. 

As a specific illustration of the 
principle, let us assume that the mer- 
chandise on hand at the beginning of 
a period is priced to sell at 25% in 
excess of its cost and that, similarly, 
all purchases during the period were 
priced to yield a 20% gross profit. 
Therefore, if the aggregate selling 
price of all merchandise on hand at 
the close of the period is reduced by 
20%, the resultant figure, under 
ideal conditions, represents a valua- 
tion of the closing inventories on a 
basis of actual cost. The same result 
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could be achieved without the neces- 
sity of taking the closing inventory, 
assuming a continuation of ideal con- 
ditions, by adding the sales value of 
merchandise purchased during the 
year to the sales value of merchan- 
dise on hand at the beginning of the 
period to determine the total sales 
value of merchandise available for 
sale and then by deducting from this 
total the actual sales of the year. The 
remainder should represent the sales 
value of merchandise on hand at the 
close of the year which may be re- 
duced to actual cost by the deduction 
of the 20% profit margin, as before. 
As a matter of practice, however, 
the valuation of inventories by this 
method is much more complex than 
is suggested by the simple illustra- 
tion we have cited. Whenever it is 
used the analyst should satisfy him- 
self that correct principles have been 
employed and that adequate recog- 
nition has been given to all of the 
following troublesome features: 

1. Variations in mark-on rates 
between different departments. 

2. Variations in mark-on rates 
between different classes of goods 
within the same department. 

3. Variations in mark-on rates 
between different seasons of the 
year. 

4. Changes in prices as original- 
ly marked, resulting from mark- 
ups over the original retail, mark- 
up cancellations, mark-downs un- 
der the original retail, and mark- 
down cancellations. 

5. Special sales merchandise 
purchased to be sold at an unusu- 
ally low margin. 

6. Discounts and allowances ap- 
plicable to invoice costs and to 
sales. 

7. Transportation and_ other 
charges applicable to merchandise. 
Even when the utmost care is ex- 

ercised in the operation of the ac- 
counting system, in handling invoices, 
marking goods uniformly, and re- 
porting mark-ups and mark-downs, 
it is desirable that complete periodic 
inventories be taken in order to elim- 
inate discrepancies which are likely 
to arise as a result of theft, break- 
age, mistakes in charging customers, 
and other inaccuracies. 
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Activities 
(Continued from page 34) 


teries, Louisville; Mrs. Bessie Helck, Uni- 
versal Radio Supply Co., Louisville; Miss 
Ann Macke, I. C. R.R., Louisville ; and Miss 
Alleen Harrison, Tafel Electric Supply 
Co., Louisville. The members of the group 
are doing a considerable portion of defense 
work just at this time. 





San Francisco: The regular monthly meet- 
ing of the San Francisco Credit Women’s 
Club was held on Wednesday evening, Jan- 
uary 21 at the Women’s City Club. The 
guest speaker was Mrs. Edythe Black, au- 
thorized first aid instructor for the Amer- 
ican National Red Cross, whose topic was: 
“Needs for Civilian Defense.” With an All 
Out Program under way, the members of 
the Credit Women’s Club reported on their 
respective activities in Civilian Defense 
Work, including enlistment in the newly 
organized Women’s Air Raid Wardens. 





Utica: At the January meeting the guest 
speaker was Everett Mangam of Ganey, 
Hall and Company, who spoke in a very 
interesting and instructive manner on the 
present income tax situation. An_ open 
forum followed the talk, at which time 
the members received enlightenment on 
their individual problems. At the business 
meeting it was voted to hold Fireside card 
parties to raise funds to help send a dele- 
gate to the National Convention next May. 





Buffalo: The Credit Women’s Club of 
Buffalo held its first meeting of the New 
Year on Tuesday, January 13, 1942, at the 
“Westbrook.” Dr. Lewis A. Froman, 
Dean of the Millard Fillmore College, 
was the speaker. His subject, “Facing the 
Tax Problem,” was very timely. The 
meeting was in charge of Margaret Wurtz 
as hostess and Helen Dobmeier of the 
program committee. 





Syracuse: The Credit Women’s Group. 
with Miss Mae Turner as President, is 
cooperating one hundred percent with our 
government in an “ALI OUT FOR DE- 
FENSE,” pledging their services during 
the emergency to the Civilian Defense for 
local office work. Proceeds from the holi- 
day turkey raffle were appropriated to the 
Red Cross, the buying of a Defense Bond. 

Minneapolis: A novel program was en- 
joyed by the Minneapolis Wholesale Credit 
Women’s Club at their dinner meeting on 
January 8th. Answering a brief question- 
naire, each person identified herself and 
told something about her job and the com- 
pany she represents, and also explained 
the nature of the firm’s business. 





Chicago: “Dangers and Delusions of 
Drugs” was the topic of the talk given by 
Dr. Paul A. Teschner at the January 13 
dinner meeting of the CWC of Chicago. 
held at the Chicago Women’s Club. Dr. 
Teschner is assistant director of the Bureau 
of Health Education of the American Med- 
ical Association, and he is also a member 
of the Editorial Board of Hygeia. 
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E. Don Ross Is 
Given High Praise 
For Big Civic Job 


Portland: The December 9th issue of 
“The Oregonian,” the leading newspaper 
of this city, carried a strong editorial, 
“An Able Executive,” in praise of the ex- 
cellent work of E. Don Ross, of the Port- 
land Chamber of Commerce, during the 
year 1941. The editorial says of Mr. 
Ross, “He has been tireless and compe- 
tent in the performance of this unselfish 
public service, and during his administra- 
tion the Chamber of Commerce has gotten 
results for Portland.” 


New York: The second annual report of 
the New York Credit Fraternity Fund, is- 
sued on December 24th, shows that this 
organization was the means of obtaining 
new jobs for 139 men. The total number 
of men on relief during the past year was 
29; the amount spent for relief, $3,346.44 ; 
and the number on relief on the date of 
report, 6. The report of the Treasurer 
shows $32,000, with 621 members added to 
the roster during the past year. 


Philadelphia: Colonel Milton G. Baker, 
Director, United States Office of Civilian 
Defense, for the Philadelphia area, spoke 
to the luncheon meeting of the Credit 
Men’s Association of Eastern Pennsylvania 
on Thursday noon, January 22nd, on “The 
Business Man’s Responsibility in Civilian 
Defense.” 
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Business Thermometer 


Sales of wholesalers advanced 31 

per cent in December, 1941 over 

wv 1940. This increase contrasts 
sharply with the 7 per cent gain 
reported for 1940 over 1939 and the 
7 per cent gain in 1939 over 1938. 
The year had started out with a sub- 
stantial margin over 1940, up one- 
fifth at the end of the first quarter. 
A widening spread brought the mar- 
gin of gain up to one-fourth by the 
end of June. In the third quarter 
of 1941, sales spurted upward, bring- 
ing the record to 30 per cent for the 
first 9 months. As noted above, this 
was maintained in the final quarter, 
so that the year as a whole was 31 
per cent above the 12 months of 
1940. These figures are shown in a 
monthly study conducted jointly by 
the National Association of Credit 
Men and the Bureau of the Census. 
Industrial and hard-goods lines 
registered the stronger gains, al- 
though each line surveyed in this 
study showed advances over 1940. 
Wholesalers of industrial supplies 
led all other trades with a 66 per cent 
margin over 1940 sales. They were 
followed by metals, 62%; electrical 
goods, 60%; and machinery, equip- 
ment, and supplies, except electrical, 


Will Adams Is Stricken 


Milwaukee: W. K. (Will) Adams, a 
former Director of the Milwaukee Asso- 
ciation of Credit Men and a Vice Presi- 
dent of the First Wisconsin National 
Bank, died suddenly late in December. Mr. 
Adams was well known in the National 
Association, having attended a number of 
annual Conventions. 


Groups Talk Problems ,; 


Los Angeles: The Credit Educational 
Committee of the Los Angeles Credit 
Men’s Association presented a unique pro- 
gram on Thursday evening, January 15th. 
Those in attendance joined in a dinner at 
6:30 and at 8:00 o’clock the credit men 
adjourned to five different groups, where 
different subjects were discussed as fol- 
lows: (1) “Gathering Credit Informa- 
tion”; (2) “Appraising the Credit Risk”; 
(3) “Collection of Accounts”; (4) “Eth- 
ics of Credit Management”; (5) “The 
Banker’s View of Commercial Credit.” 
This meeting was arranged by the Los 
Angeles Chapter of the National Institute 
of Credit. 
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59%. Four other trades had ad- 
vances of over 40 per cent, while 9 
additional registered gains over 1940 
of 30-39 per cent. Smaller margins 
over 1940 were recorded by food 
trades, ranging upward from the 12 
per cent figure for dairy and poultry 
products. 

Inventories increased during the 
year in terms of dollars, based on 
cost value. Contrary to usual small 
fluctuations, up and down from 
month to month, this series has re- 
ported each month of 1941 slightly 
above the preceding month. No ad- 
justment has been made in this se- 
ries, however, for price changes. At 
the beginning of the year, inventories 
were about 6 per cent over the stocks 
on hand one year earlier. Each 
month during 1941, this margin of 
gain over 1940 increased to the pres- 
ent December report which shows 
inventories 29 per cent greater than 
on December 31, 1940. December is 
the 29th consecutive month during 
which inventories, reported by this 
survey of wholesalers, have gained 
over the same month of the previous 


year. 


Inventory and Sales Hold Even 


URING the month of December, 

sales gained an amount equal to 
the inventory gain with the result 
that the stock-sales ratio remained 
at 148 for both December, 1940 and 
1941. This is in contrast to earlier 
months when sales were gaining more 
rapidly than inventories, and the 
stock-sales ratio was falling. 

Collections on accounts receivable 
were more favorable in December 
than during the same month of last 
year, and increased seasonally from 
November, 1941. Collections equaled 
84 per cent of accounts receivable as 
of December 1, compared with col- 
lection percentages of 76 for Decem- 
ber, 1940 and 75 for November, 1941. 
Accounts receivable were 23 per cent 
greater on December 1, 1941 than at 
the same date in 1940, and 5 per cent 
below November 1, 1941. 

Detailed figures are presented in 
the following tables and in summary 
for the United States, and insofar 
as the data permit without disclosing 
individual operations, by geographic 
divisions. 
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WHOLESALERS’ sales and inventories, December, 1941 


ms Stock-Sal 
Sales—Current Month Youn ot al Inventory—End-of-Month (At Cost) Roticn® 
Percent cha Percent change 
Kind of Business Dec.1941 from ; ; py Dec.1941 from _| Dee. 31, 
: 1941 
Nov. reporting} Dec. | Nov. 
1941 000)} Mos. (Add 000)} "stocks | 1940 | i941 |-A4¢ ©) 


Dec.}|Dec.|Nov. 
1941 | 1940 | 1941 


Automotive supplies............ ‘ $69,413 +18 +2 $4,313 | 204 
Chemicals (industrial) +49 +3 623 
a no on swivsio is o5.s.0e bps d +27 875 
Clothing and furnishings, except shoes ; +37 1,290 
Shoes and other footwear : 2 +31 7,646 
Coal — _— 

6,950 


15,633 
34,089 
153 
583 


8,821 
47,484 
22,226 
16,853 

2,956 

5,449 

262 

5,713 

307 

7,866 

1,045 
48,886 
35,145 
10,927 

2,814 

1,946 

217 
2,066 
4,796 
298 
4,130 
4,806 
933 
1,623 | 42] 42 


2,351 | 140 | 211 | 139 


$289,806 | +31 [$4,024,653 | 1,515 + 2 | $215,705 | 148 | 148 | 159 
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Drugs and sundries (liquor excluded) 

Dry goods 

Electrical goods 

Dairy and poultry products 

Fresh fruits and vegetables 

Farm supplies 

Furniture and house furnishings 

Groceries and foods, except farm products 
Full-line wholesalerst 
Voluntary-group wholesalers 
Retailer-cooperative warehouses 
Specialty lines 

Confectionery 

Meats and meat products 
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Wines and liquors 
Liquor department of other tradest 
Total hardware group 

General hardware 

Industrial supplies 

Plumbing and heating supplies 
Jewelry 
Optical goods 
Lumber and building materials 
Machinery, equipment and su 
Surgical equipment and supp 
Metals 
Paper and its products 
Petroleum 
Tobacco and its products 
Leather and shoe findings 
Miscellaneous 
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* These stock-sales ratios are percentages obtained by dividing stocks by sales for an identical group of firms. — Insufficient data to show separately. 
t Not affiliated with voluntary or cooperative groups. § Less than 0.5 percent. t Chiefly of the wholesale drug trade. 


WHOLESALERS’ accounts receivable and collections, December, 1941 


Collection Percentages* Accounts Receivable 


Number of Percent change 


December 1941 from 


December November 
1940 


Kind of Business 


Automotive supplies 

Chemicals (industrial) 

Paints and varnishes 

Clothing and furnishings, except shoes 
a and other footwear 


Sc and sundries (liquor excluded) 

Dry goods 

Electrical goods 

Dairy and poultry products 

Fresh fruits and vegetables 

Farm supplies one 

Furniture and house furnishings 

Groceries and foods, except farm products 
Full-line wholesalers 
Voluntary-group wholesalers 
Retailer-cooperative warehouses 
Specialty lines 

Confectionery 

Meats and meat products 


Wines and liquors 
Total hardware group. 
General hardware... 
Industrial supplies . : 
Plumbing and heating supplies 
Jewelr 
Optical goods...... 2 
Lumber and building materiais.. . : 
Machinery, equipment and supplies, except electrical 
Surgical equipment and supplies 
Metals 
Paper and its products 
Petroleum 
Tobacco and its products 
Leather and shoe findings 
Miscellaneous 


-_ 
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$237,688 


* Collection percentages are obtained by dividing the collections by accounts receivable for an identical group of firms. 
t Less than 0.5 percent. 
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